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The subcommittee met at 10:15 a.m., in room SD-138, Dirksen 
Senate Office Building, Hon. Sam Brownback (chairman) presiding. 

Present: Senators Brownback, Allard, and Landrieu. 

DISTRICT OF COLUMBIA 

STATEMENT OF HON. ANTHONY A. WILLIAMS, MAYOR 

OPENING STATEMENT OF SENATOR SAM BROWNBACK 

Senator Brownback. I call the hearing to order. I thank you all 
for joining us this morning. We are scheduled for an early vote this 
morning, but what we will do is get the hearing started, get as far 
along as we can, and then we will have to take a recess for the vote 
and then we will come back. 

I want to welcome the Mayor and the members of the City Coun- 
cil, the Superintendent, the Chief Financial Officer for the District 
of Columbia, looking forward to the discussion that we will have 
here this morning. 

Today we will hear testimony regarding the District of Colum- 
bia’s fiscal year 2006 local budget request. D.C. Mayor Anthony 
Williams, Council Chairman Linda Cropp, Chief Financial Officer 
Natwar Gandhi will present the city’s budget and we will discuss 
the District’s request for Federal resources. 

In addition, D.C. School Superintendent Clifford Janey will dis- 
cuss the D.C. Public Schools’ local budget request and his plans for 
using the $13 million in Federal funds that have been requested 
of this subcommittee. 

I would like to note that in the last Congress the Senate passed 
a bill by unanimous consent which would have given the District 
autonomy over its local budget, eliminating the need for the D.C. 
local budget to be passed on the annual appropriations bill. By de- 
coupling the local budget from the Federal appropriations process, 
we would avoid delaying the city’s local funds whenever the D.C. 
appropriations bill is not passed before the end of the fiscal year. 

Since the House did not pass a companion measure during the 
last Congress, Senator Collins, chairman of the Committee on 
Homeland Security and Government Affairs, has reintroduced a 
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D.C. budget autonomy bill which her committee will soon be con- 
sidering. 

As we review the local budget, I would like to congratulate city 
leaders for making dramatic improvements in the District’s finan- 
cial conditions. At a time when many local jurisdiction bonds have 
been downgraded, the District is enjoying an A rating from all 
three credit rating agencies. The city is also maintaining a cash re- 
serve balance of about $250 million, which is among the largest in 
the country. The city is enjoying an impressive commercial real es- 
tate boom and has been creating jobs at a rate that is twice the 
national average. Congratulations on all of these financial scores. 
Those are excellent. 

There are areas of concern that temper some of these positive 
facts and I hope to be able to discuss some of those with you today. 
Only one-third of the jobs that the District is creating are going to 
city residents. In fact, even as the District has been creating new 
jobs unemployment in the District has been increasing. 

The adult illiteracy rate is something that we have discussed at 
a hearing previously we had on education, I have discussed pri- 
vately with the Mayor and with the chairperson. The adult illit- 
eracy rate in the District is 37 percent. The District — this is surely 
one of the prime reasons for the persistent unemployment problem. 

For years we have been failing generations of school students in 
the District and now we are reaping some of these sad con- 
sequences. As I stated in the hearing last month on the D.C. Public 
Schools, money I do not believe is the direct problem. Funding for 
the District school system has increased 83 percent since fiscal 
year 1999 even as enrollment has dropped 5 percent in the same 
time period. Despite these large increases, only 32 percent of fourth 
graders are reading at a basic level compared to 62 percent nation- 
wide, and only 36 percent of these students are performing at the 
basic level in math, compared to 77 percent nationwide. 

I know that District officials and others have stated there are 
reasons for this as this is an urban area and in other States you 
are comparing urban and broader regions. Still, these numbers are 
just not acceptable. They are not acceptable for the children, and 
if we fail the children we will fail future generations, we will fail 
the District overall. 

I want to hear from city leaders about how they plan to rein in 
school spending and give the superintendent the tools and support 
to aggressively improve the schools and at the same time what we 
can do to get these grades and scores up. We simply must do bet- 
ter. 

Something I met directly with the Mayor about also is the need 
to work to support families in the District. This is a key to the fu- 
ture and to education. We have to have a strong family structure 
so that children at home are being read to and their math is being 
practiced. We have got five children in our family and it is a con- 
stant that you are doing all the time. But if you do not have some- 
body doing that, you cannot expect them to go to school and be in 
a prepared situation. 

We need to strengthen those families to be able to have the chil- 
dren raised in a better environment and be better prepared to go 
to school. 
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Regarding the Federal portion of the D.C. budget, I know that 
the District has a number of programs and capital projects that 
may merit funding through this subcommittee. Today I would like 
to hear more about these project requests from our panel. Although 
our resources are always limited, as chairman of the subcommittee 
I look forward to partnering with the city leaders to find ways to 
make life better for those who live, work, and visit this great cap- 
ital city. 

As usual, witnesses will be limited to 5 minutes for their oral re- 
marks. Copies of all written statements will be placed in the record 
in their entirety and the hearing record will remain open for the 
requisite number of days to make that presentation. 

I would like to turn over to my colleague Senator Landrieu for 
opening comments. Senator Landrieu. 

STATEMENT OF SENATOR MARY L. LANDRIEU 

Senator Landrieu. Thank you, Mr. Chairman, and I look for- 
ward to working with you and the other members of the sub- 
committee on this important topic and I want to join with you. I 
am going to submit my full statement, Mr. Chairman, to the 
record, but because of the time and because I am very interested 
and anxious to hear from our panelists today I just want to com- 
mend the city for the really extraordinary turnaround, Mr. Mayor, 
that has taken place on the financial side: the historic surplus, the 
opportunity that the city has to take some of that surplus and real- 
ly make some strategic investments for the development of the city. 
The chair of the Council, thank you, Ms. Cropp, for the work that 
the Council has done in that regard. Dr. Gandhi, you have given 
extraordinary leadership. 

So because the financial situation of the city has improved quite 
dramatically with the help of this subcommittee and with Con- 
gress, but in large measure due to some of the management deci- 
sions that have been made at the city level, we are hoping now 
that some really good strategic investments can be made as this 
city looks forward. One of those investments of course could be the 
school system, which, as the chairman has pointed out, while 
progress has been made, while we are pleased, Dr. Janey, that you 
are here and you are providing some excellent ideas for that im- 
provement, that this is a real opportunity for the city and the 
Council to step up and even partner in a stronger way with the 
school system. 

Great cities cannot be built without great school systems, and 
this school system, just like many school systems in America, are 
struggling. Not uniquely, not singularly, but many cities have this 
same struggle. The difference is that I see, which is a positive dif- 
ference, is that this city has a surplus. This city has a reserve fund. 
This city has made significant progress. There are cities, even if 
they wanted to help their school system, could not do it because 
their budget situation is so dire. 

Now, I understand that there are other needs. Housing is a need, 
streets and transportation, crime and investments in keeping crime 
rates down and supporting the police department. I am not un- 
aware of that. We struggle to help our cities in our own States with 
that. 
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But truly there is an opportunity here, and I look forward, Mr. 
Chairman, to continuing to work to identify excellence in our public 
school system here, to identify failure and eliminate it, identify suc- 
cess and reward it, provide more choice and opportunity for par- 
ents, and focus on real results, not process. 

The final thing I will say about it is solving this problem with 
the schools is not just about money. It is about management. When 
you have on the front page of the newspaper today — and I know 
this is about the city budget, but the city should be about schools 
and I know this Mayor is. When you have the front page of the 
newspaper today stating that schools had to be let out because it 
is 100 degrees in classrooms, we have to ask ourselves, what more 
could we do. That is what I hope we can get to later today. 

[The statement follows:] 

Prepared Statement of Senator Mary L. Landrieu 

Welcome Mayor Williams, Chairman Cropp, CFO Dr. Gandhi, and Superintendent 
Janey. We are so pleased that you could be here this morning to inform us about 
your fiscal year 2006 DC Local budget. Thank you, Mr. Chairman, for calling this 
hearing today. I know it will be helpful to us as we prepare to mark up the fiscal 
year 2006 D.C. Appropriations bill. As you know, the D.C. Appropriations Sub- 
committee is unique in that it has the responsibility to approve, without change the 
local funds budget as proposed by the Mayor and passed by the Council. This year’s 
local budget totals $7.35 billion, of which $4.95 billion is derived from locally-gen- 
erated taxes and has been fully debated in the Council of the District of Columbia. 
I hope that we can continue our focus on the Federal funding provided through this 
bill to the District government. In the past we have used these funds to both en- 
hance particular local programs or projects and fulfill our sole responsibility to pro- 
vide oversight to the District’s criminal justice functions, the Courts and Court Serv- 
ices and Offender Supervision Agency. 

Over the last four years, this Committee has tried to be a partner, not a dictator. 
As such, we have tried to refrain from altering the local funds budget as passed by 
the locally-elected leadership of the District — you are best equipped to determine the 
priorities of city agencies. This is not to say that we cannot be active partners in 
reform, or provide funding for discreet projects to catalyze improvement, or help to 
make recommendations in policy in line with Federal law. We have tried to play 
this role in the areas of education, nudging the leadership to funding excellence, 
replicate success and eliminate failure. 

Great cities, Mr. Chairman, need great schools. I am a city person, having grown 
up in New Orleans, a city much like D.C. In education is particular, both cities are 
faced with the ongoing challenge of providing a quality education to all children. 
The purpose of the public education system in America mirrors much of the mission 
of the United States as it was formed — to provide an open opportunity for citizens 
to create, build, and contribute to our great nation. Our primary mission in pro- 
viding access to a quality was to encourage the development of a creative workforce 
which would, and has, driven the innovation America is known for. 

But the public education system that served us for so long is becoming increas- 
ingly outdated and faces many challenges. To survive, I must change and adjust. 
To remain competitive in competitive times, it must be more consumer focused and 
less bureaucratic, more dynamic. D.C. itself has suffered a decline in enrollment of 
2,000 students every year for the last 10 years. People have grown tired of a slow 
moving bureaucracy who cannot meet the needs of its students or the workforce de- 
mands of our society and they have gone elsewhere I believe that can change and 
I am encouraged by Dr. Janey’s commitment to develop targeted areas of improve- 
ment. 

One such area we have worked closely on is the $40 million annual investment 
in school improvement. In 2004, the Congress initiated a five year demonstration 
program to invest $13 million annually in three sectors of education: scholarships 
to private school, expansion of public charter schools, and strengthening of public 
schools. I have worked hard not only to invest in leading edge innovation in public 
charter schools, but also to challenge the oversight of charter schools to be more 
strenuous. From Dr. Janey’s first weeks we have worked to target the funding to 
public schools to increasing student achievement and teacher readiness. I look for- 
ward to hearing about implementation of these funds and plans for fiscal year 2006. 
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Education is just once piece of the unprecedented increase in Federal dollars that 
have gone to the city ($157 million in fiscal year 2003-2005). The last several years 
have marked an increase in Congressional confidence in local leadership, resulting 
in increased autonomy for D.C., and increased investment in strategic projects. A 
more broad challenge was confirmed by the General Accounting Office (GAO) in a 
landmark study of the District’s “Structural Imbalance”, finding the city faces an 
annual deficit of $400 million to $1 billion between their revenue capacity and cost 
of providing average services. The report, requested by D.C. Congresswoman Norton 
and myself, found the underlying reason for the structural imbalance in the city’s 
budget is the high cost of providing services in D.C. The study also identified man- 
agement inefficiencies, particularly in schools and Medicaid billing that with atten- 
tion could realize savings. 

Finally, the GAO estimated that the imbalance has caused the District to defer 
maintenance or invest in critical infrastructure to the tune of $2.5 billion over the 
years. In the past the Committee has included a marker on the Federal share of 
building and maintaining infrastructure in the city, particularly in the area of 
transportation and the Anacostia River. I hope to build on this investment this year 
by partnering with the city on major infrastructure investments. 

At the same time as working on the structural imbalance, we must focus on other 
tools for bringing greater prosperity and long term stability to the District. Cities 
that have good public schools, safe communities and strong families are cities that 
have strong economies. If we focus on providing these elements in the District, we 
will go a long way toward the economic independence the city needs and deserves. 
One such tool Mayor Williams and I have developed — City Build Program for Char- 
ter Schools — is a grant program for public charter schools to locate in neighborhoods 
which have the near-term potential of attracting or retaining residents to meet the 
goal of increasing the population by 100,000 residents. This can be done by keeping 
the people you have with services targeted to their needs that would otherwise have 
moved to the suburbs for the child’s public education, transportation issues, or to 
find affordable housing. 

In addition to the investment in these building blocks of neighborhoods, the Com- 
mittee has focused on ways to support the development of infrastructure which the 
GAO identified as the primary victim of an imbalance in the city’s finances. While 
the President’s budget request has increased the level of projects recommended for 
Federal funding each year, this year the President made a grave oversight in not 
funding the Combined Sewer Overflow program. This 30-year, billion dollar renova- 
tion of the underground sewer system, built by the Congress in the 1800’s, is a key 
to revitalization of the Anacostia and Potomac waterfronts. 

If the city is to have a beautiful baseball stadium at the confluence of these two 
rivers, and a river walk all the way from Maryland, and wonderful housing and 
shops at the South East Federal Center, and a grand boulevard on M Street at the 
Navy Yard, and the revitalization of Reservation 13 extending Massachusetts Ave- 
nue down to the water, and recreation for youth and families at Kenilworth Park 
and Poplar Point, and creating a sanctuary on Kingman Island, and all of the other 
important improvements for the life of the city, its residents and visitors — how are 
we to do this alongside a river which suffers from over 80 overflows from the sewer 
system every year? How are we to make the Anacostia River accessible when con- 
tamination is off the charts? 

I am pleased to see the Mayor has included funding for the plan to renovate the 
Combined Sewer system on his list of Federal funding priorities, however if the list 
is to be read in order of priority it is last. I hope the Mayor and Chairman Cropp 
can provide some insight into their lobbying efforts to ensure this critical project is 
funded. 

Finally, a major area of annual concern on the D.C. bill is the addition of social 
riders which require the city to limit their own policies, a limitation which is not 
placed on other cities. I am committed to treating the District like any other city 
when it comes to spending locally raised taxes. To that end, I will not support ef- 
forts to limit the elected officials in the practice of their duties. 

I appreciate the witnesses’ time and commitment to the District of Columbia. I 
have greatly valued our partnership over the last four years and I look forward to 
working together this year. 

Senator Brownback. Thank you, Senator Landrieu. 

We do have a vote on now, but I want to go to my colleague Sen- 
ator Allard for a brief statement, and then we will recess until 
after the vote. Senator Allard. 
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STATEMENT OF SENATOR WAYNE ALLARD 

Senator Allard. Thank you, Mr. Chairman. 

I would just like to welcome the Mayor and Dr. Gandhi and 
Chairman Cropp and Dr. Janey for appearing before the panel here 
and associate myself with the comments of my colleagues. 

Just one other concern that I would like to bring up. As chair- 
man of the Subcommittee on the Legislative Branch appropria- 
tions, I have oversight on the new expansion here at the Capitol. 
It is the visitor center there, and I just would hope that as we move 
toward the concluding part of the construction on this particular fa- 
cility that we can make sure that all our ducks are in order as far 
as meeting the requirements for occupancy. There could be some 
issues that could come up there and if you see any utility issues 
or anything that could come up here on the last minute, please 
work with the contractors and work with the Architect and our- 
selves and see if we cannot begin to identify these problems early 
on so that they will not end up in unnecessary delays as we move 
toward closing down the project and getting the certificate of occu- 
pancy. 

I want to thank all of you for being here. I have another sub- 
committee running, so I will not be able to be here for all your tes- 
timony. But I will be reviewing it closely and I look forward to 
working with the chairman on those issues that are important to 
you. 

Thank you very much. 

Mayor Williams. Thank you. 

Senator Brownback. Thank you, Senator Allard. 

We have 5 minutes left in the vote. We are going to recess the 
hearing. I would ask my colleagues, if we could, to go over and vote 
and get back as soon as possible. As soon as I am back, we will 
start with the presentation. My apologies to this. It is just one of 
the hazards of the job that when they call a vote you have got to 
go run and vote. 

So the subcommittee will be in recess, hopefully for no more than 
15 minutes, and then we will reconvene. 

I call the hearing back to order. Again my apologies for the inter- 
ruption on the energy bill we are voting on. 

Mayor Williams, delighted to see you. I want to say publicly, too, 
when I first came into the Senate, elected in 1996, the District of 
Columbia was in a very difficult financial condition and many 
things were not moving in the right direction. We had the emer- 
gency board. I am not putting the right title on that. I was the 
chair of the authorizing committee at that point in time. I worked 
with you some then. 

This has been a dramatic turnaround. It has been a most impres- 
sive turnaround. I want to compliment you in particular about that 
because you have been at the center of much of that change, that 
turnaround that has taken place, and it is very good to see. I am 
looking forward to addressing the rest of the issues that remain, 
but I do not want to take anything away from the efforts that have 
been made and what has been accomplished in really a relatively 
short period of time. So my congratulations to you. 

The floor is yours. 
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STATEMENT OF ANTHONY A. WILLIAMS 

Mayor Williams. Thank you, Mr. Chairman. My full statement 
has been submitted for the record of the subcommittee and I am 
going to try to paraphrase wherever I can, not only to keep my re- 
marks within 5 minutes, but to allow you to hear from our other 
presenters and to have the dialogue that you desire. 

I want to thank you and ranking member Landrieu and the 
other members of the subcommittee for the opportunity to testify 
before you today. You have already mentioned, Mr. Chairman, as 
has Senator Landrieu, the fiscal responsibility that we have 
stressed in our city and the fiscal prowess that we are now enjoy- 
ing. But I do want to mention one thing in that regard and that 
is the District’s strong financial performance occurs in spite of 
what I believe is a long-term structural imbalance. Now, that may 
seem paradoxical. One would ask, how can such an imbalance be 
real when the economy of the city is so strong? 

I believe that the explanation is twofold. First, our residents are 
among the most heavily taxed people on Earth. Second, the District 
is deferring massive investments in critical services and infrastruc- 
ture. Approximately $2.5 billion of infrastructure has been deferred 
over the years. Not only outdated sewer system, fixing accumulated 
needs of our streets, bridges, and mass transit, which have a home- 
land security component because of our role as the National Cap- 
ital Region, but also in light of your remarks and Senator 
Landrieu’s remarks and in light of my colleague Dr. Janey I would 
mention the massive deferral of investment in our schools infra- 
structure. Whatever we may think about the operating budget of 
the schools, there clearly is a need for investment in our school 
buildings. I would agree with you, it really is tragic if the schools 
have to be closed because our kids are in 100 degree or over class- 
rooms. 

Now, last year the subcommittee held a landmark hearing on the 
District’s fiscal challenges and your continued commitment to reso- 
lution of this structural deficit will be critical to putting us on a 
permanent and equitable financial footing. I hope that we can con- 
tinue in that effort. I would refer to the subcommittee one prom- 
ising vehicle, the District of Columbia Fair Federal Compensation 
Act of 2005, which would provide the District with annual Federal 
payment of $800 million a year dedicated to transportation 
projects, debt service payments, public school facilities, information 
technology investments. It would be on a formula basis, not just for 
regular operations of government but for strategic things that go 
to the long-term undergirding of our city. 

Now, very briefly, Mr. Chairman, in terms of our priorities in our 
local budget, I just very briefly mention that one is new commu- 
nities, a major investment in housing and physical infrastructure 
in our city’s most challenged neighborhoods. We have been very 
successful in working with two Presidents, both Democrat and Re- 
publican, to bring HOPE VI projects to our city. We believe very 
strongly in the role of mixed income communities, not to displace 
our low income residents, but to allow our low income residents to 
live in a healthy community of a mix of incomes, both rental prop- 
erty and home ownership, with all the amenities, the good schools, 
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the libraries, the recreation centers, all the amenities of a good 
neighborhood. 

Great streets are another major investment in our city, recog- 
nizing that in our urban areas of our country our great streets are 
our major commercial corridors. To accomplish this, we propose $88 
million in investment in revitalization of major corridors in our 
city, unleashing I believe economic potential on major streets such 
as Georgia Avenue, H Street, Nannie Helen Burroughs, Benning 
Road, and other neighborhood arteries. 

Roads and bridges are a major priority and our budget reflects 
this in a major new investment in our city’s physical infrastruc- 
ture, starting with $230 million of local investment in streets and 
bridges along the Anacostia Waterfront. This project, which we 
funded $35 million in fiscal year 2006, will make critical infrastruc- 
ture improvements. 

Education is a major part of our budget. I will allow Dr. Janey 
in his time to stress the importance of education, but I want to use 
this opportunity, Mr. Chairman, to state my full and emphatic and 
unequivocal support for our superintendent. Now, everybody knows 
that over the last year I spent a lot of time trying to assume re- 
sponsibility for the schools and the people have spoken. The people 
are right in our democracy. So, given where we are, I believe that 
the locus of authority and responsibility has to be in one place. It 
cannot be in three places, five places, eight places. It has to be in 
one place. I believe that the locus of that authority and responsi- 
bility, with the support of the Mayor, the support of the Council, 
our nonprofits, our faith community, our business community, 
should be in this superintendent. Dr. Janey knows that he has my 
strong support as he meets a very, very heavy challenge. 

Health and welfare and youth are a major investment in our city, 
and our budget includes new investments in primary health care 
services through community health centers, which would improve 
our support for patients from underserved communities. We also 
provide multiyear funding of $76 million for our 10-year plan to 
end chronic homelessness, including investment in wrap-around 
services. 

We make a major investment in tax relief in our city of some $88 
million. I am particularly pleased that this tax relief is spread 
across all income levels in our city. 

Now, very briefly, Mr. Chairman, our request for Federal funding 
includes, one, as you have come to know, members of this sub- 
committee know, our strong support for what we call our marquee 
Federal initiative, and that is the tuition assistance grant program. 
This has been an absolute tremendous success and we would ask 
for full funding. This program is funded at $33 million in the Presi- 
dent’s budget and we ask for your continued support for this very 
successful initiative. 

The consolidated laboratory, crime lab, we have enjoyed the sup- 
port of the subcommittee on that and we are requesting that you 
match the President’s mark of $7 million for this project. 

A new mental health hospital in the city is also a major initiative 
of ours. Last but not least — well, let me, before I get to the last 
point, we continue our appeal to the subcommittee for funding to 
provide for long-term control of discharge into the Anacostia River. 
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The D.C. Water and Sewer Authority (WAS A) is embarking on a 
30-year plan to fix the system in order to drastically reduce pollu- 
tion in our waterways, and we ask that the committee support this 
program in the amount of $30 million. 

This is — the Federal Government plays a major role in the pollu- 
tion status of the Anacostia River because most of the old city is 
occupied by the Federal Government. The lack of storm and sewage 
drainage separation is a result of decisions made way back by the 
Federal Government. The Federal Government is our major cor- 
porate partner of all of our corporate partners. For that reason, we 
would ask that the subcommittee continue its investment in the 
Anacostia River, as it has in so many different ways, working with 
our local leadership and certainly with Congresswoman Norton, 
who in general I want to applaud for all her leadership on these 
things. 

Then, Mr. Chairman, I reserve for my last appeal something that 
I know you are interested in. This is the result of bad decisions and 
management over years and years and years, as you know, a high 
number of ex-felons in our city, who come back to our city every 
year. I know this is something that you care about. We have identi- 
fied access to housing as one of a number of important risks to re- 
cidivism for individuals making the transition from prison back to 
society. 

To address this need and to reduce the chance that today’s re- 
turning prisoners will become tomorrow’s homeless and go through 
that revolving door and end up back in prison, we propose a $5 mil- 
lion level of funding to do, within a mixed income setting — we are 
not talking about segregating our ex-felons, but within a mixed in- 
come vibrant community — $5 million to house our ex-felons as we 
provide them one-stop service to get them back on their feet, get 
them their training, and get them into jobs. 

PREPARED STATEMENT 

So, Mr. Chairman and Senator Landrieu, that is my testimony. 
Again, thank you for your partnership. As I close my remarks, I 
would again make my continued yearly annual appeal for full rep- 
resentation for our beautiful Nation’s capital. 

Senator Brownback. Thank you, Mayor, and thank you for the 
discussion and the specifics that you lay out in front of us. I look 
forward to the question and answer session. 

Thank you very much. 

[The statement follows:] 

Prepared Statement of Anthony A. Williams 

Chairman Brownback, Ranking Minority Member Landrieu, and other distin- 
guished members of this subcommittee, thank you for the opportunity to testify be- 
fore you today in support of the District of Columbia’s fiscal year 2006 budget and 
financial plan. I continue to appreciate the support and commitment that this com- 
mittee has provided to our efforts to improve the District of Columbia as a place 
to live, work, and visit. 

With our fiscal house in order, city services improved, and a robust environment 
for economic and housing development, we now face the challenge and opportunity 
to ensure that the rising tide we have created lifts all communities. 

My remarks this morning will focus on three main goals we have for working with 
this subcommittee: 

— Maintaining fiscal responsibility; 
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— Responding to citizens’ priorities with local budget decisions; and 

— Pursuing federal investments that address our special status as the nation’s 
capital and invite partnership with the federal government on local priorities. 

MAINTAINING FISCAL RESPONSIBILITY 

The District has achieved a tremendous amount of financial progress over the 
past decade under the leadership of my administration and the City Council and 
diligence of the Chief Financial Officer. Fiscal year 2004 marked the District’s 
eighth consecutive balanced budget; the District has an A rating from all three cred- 
it rating agencies which is the highest level we have achieved since the inception 
of Home Rule; we are maintaining a cash reserve balance of about $250 million, 
which is among the strongest in the country; and our fund balance exceeds $600 
million. The turnaround and success of the District, impressive on its own merits, 
is truly laudable when you consider how much we have achieved over such a short 
period of time. 

In fiscal year 2006, the District’s baseline general fund revenue is projected to 
grow by 5.6 percent. This strong revenue growth, along with our robust reserves 
from prior years, have allowed us to submit an fiscal year 2006 budget of $7.35 bil- 
lion in total funding that supports 34,635 full-time equivalent (FTE) staff. In local 
funds, this budget proposes $4.95 billion in funding and supports 26,787 FTEs. 

Despite the temptation to allocate all available resources to programs during 
strong fiscal years, this budget reflects a high standard of fiscal responsibility by 
providing for $88 million in new tax relief. This budget also responsibly ensures that 
we do not rely on one-time funding for long-term programs and more than half of 
the growth in this budget comprises one-time expenditures that are not built into 
the District’s baseline budget. 

Even more impressively, we have accumulated this record despite a long-term 
structural imbalance, which is estimated by the Government Accountability Office 
to be between $470 million and $1.1 billion per year. The GAO cites multiple factors 
causing this imbalance: the high cost of providing services in the D.C. metropolitan 
area, the relative poverty of our population, and federal restrictions on our revenue 
collection authority. 

The District’s strong financial performance in spite of a long-term structural im- 
balance may appear paradoxical. How can such an imbalance be real when the econ- 
omy is so strong? The explanation is twofold. First, our residents are among the 
most heavily taxed in the nation, and, second, the District is deferring massive in- 
vestments in critical services and infrastructure. Approximately $2.5 billion of infra- 
structure has been deferred, including renovating crumbling schools, repairing our 
outdated sewer system, and fixing accumulated needs in our streets, bridges and 
mass transit system. 

As we seek solutions to address the structural imbalance and address our long- 
standing problems, it is clear that taxing our residents more or providing fewer 
services are not viable alternatives. Nor can we solve our long-term challenges 
through additional borrowing. This year, our budget includes a capital outlay of al- 
most $500 million in new spending, much of which is supported by a one-time wind- 
fall of recent, hard-earned surpluses. Though this allows us to begin to address our 
most pressing capital needs, we remain unable to meet our accumulated needs on 
our own. An option proposed by the GAO is a change in federal policy to expand 
the District’s tax base or to provide additional financial support. 

One very promising vehicle for resolving this imbalance is the “District of Colum- 
bia Fair Federal Compensation Act of 2005”. This bill would provide the District 
with an annual federal payment of $800 million a year dedicated to transportation 
projects, debt service payments, public school facilities, or information technology in- 
vestments. This approach to addressing the District’s structural imbalance would 
allow the federal government to invest in infrastructure that benefits the federal 
government itself, the Washington metropolitan area, as well as the District of Co- 
lumbia. Last year, this committee held a landmark hearing on the District’s fiscal 
challenges and your continued commitment to a resolution to our structural deficit 
will be critical to putting the District on permanent and equitable financial footing. 

In addition to addressing the federal contribution to our budget, we also need to 
repair the federal process for reviewing our budget. This year, the President again 
endorsed budget autonomy for the District of Columbia and legislation has been in- 
troduced in the Congress to provide this authority. This legislation, besides being 
a well-deserved advancement of Home Rule, would significantly streamline and ra- 
tionalize our budget process by allowing the city to better align local funds with of- 
tentimes unpredictable and shifting needs. This year, we are hopeful that the Con- 
gress will pass legislation this session to provide for budget autonomy. In the mean- 
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time, we hope you consider intermediate measures to streamline our budget modi- 
fication process throughout the fiscal year to allow us to better respond to future 
unanticipated needs. For example, our budget includes language that would allow 
the District to spend up to an additional 6 percent of our total revenues without 
coming back to Congress for supplemental budget authority, provided that addi- 
tional revenues are certified as available by the Chief Financial Officer. This would 
provide us with the flexibility to respond to changing revenue realities at the local 
level in a more timely matter than the supplemental appropriation process provides. 

FUNDING CITIZEN PRIORITIES 

This budget funds groundbreaking initiatives that will reshape the physical land- 
scape of the District of Columbia and strengthen our social fabric in a fiscally re- 
sponsible and balanced manner. This budget has been developed around the core 
principles of fiscal responsibility, fairness, strategic investments in critical social 
needs, and improving our infrastructure. With input from residents, the priorities 
addressed in this budget are housing, employment, better transportation infrastruc- 
ture, targeted services for youth, and continued commitment and support to edu- 
cation and public safety. 

The fiscal year 2006 Budget and Financial Plan will lift all communities by mak- 
ing major new investments in the following initiatives: 

New Communities 

New Communities is a major investment in the housing and physical infrastruc- 
tures of the city’s most challenged neighborhoods. Although many District neighbor- 
hoods are undergoing rapid change and transformation, there are still places in the 
city where crime, unemployment, and truancy converge to create intractable phys- 
ical and social conditions. The New Communities initiative is more than the bricks 
and mortar transformation of neighborhoods. It is a comprehensive community de- 
velopment program aimed at lifting people and neighborhoods by addressing a com- 
munity’s social and economic ills, along with its physical problems. The long-term 
goals of New Communities are to meet the needs of lower-income District families 
and residents by providing critical social support services; decreasing the concentra- 
tion of poverty and crime; and enhancing access to education, training and employ- 
ment opportunities, but this effort will begin immediately with a large-scale invest- 
ment in our housing infrastructure with a special focus on public housing. 

Great Streets 

It is important to extend the District’s downtown economic success to the neigh- 
borhoods throughout the city by leading private investment with public investment. 
To accomplish this, we propose to securitize new bus shelter revenue to raise ap- 
proximately $88 million to invest in the revitalization of the District’s corridors, 
unleashing the commercial potential of Georgia Avenue, H Street, NE, Nannie 
Helen Borroughs, NE, Benning Road NE and other neighborhood arteries. In order 
to complement this investment in physical infrastructure with the revitalization of 
the commerce along these streets, we are dedicating an additional $16.6 million to 
attract new businesses and to help existing businesses flourish. 

Bridges and Roads 

Our budget reflects a major new investment in our city’s physical infrastructure, 
starting with a $230 million local investment in the District’s streets and bridges 
along the Anacostia River. This project, which is funded at $35 million in fiscal year 
2006, will make critical infrastructure improvements needed to alleviate congestion 
and overflow traffic in surrounding neighborhoods. In addition, this budget dedi- 
cates approximately $23.2 million in additional resources for street, sidewalk and 
alley paving. 

Education 

Our fiscal year 2006 budget includes a total of $1.1 billion in local funds to edu- 
cate approximately 80,000 students within the District of Columbia Public Schools 
(DCPS) and public charter schools. This funding level represents an increase of $101 
million, or 10.5 percent, over the fiscal year 2005 budget. The fiscal year 2006 budg- 
et is aligned with the Superintendent’s core budget request of $775 million, provides 
an additional $25 million to support strategic educational investments at both DCPS 
and charter schools, funds eleven new charter schools, and allocates $20 million for 
additional salary step increases. 

To support DCPS capital needs, this budget provides $147 million in capital fund- 
ing to support rehabilitation and modernization of D.C. Public School buildings. In 
addition, this budget includes funding for a new public school modernization fund, 
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which will provide an additional $150 million for capital investments. These re- 
sources will be made available to the school system provided that DCPS meets cri- 
teria regarding co-location, special education space needs, and coordination with 
other public facilities. 

Health and Welfare 

In the area of health care, the fiscal year 2006 budget demonstrates the District’s 
continued commitment to providing health services to residents, particularly those 
who are underserved. This budget augments primary health care services and in- 
creases support for community health centers, which will result in the ability to 
support additional patients from underserved communities. This budget also in- 
cludes multi-year funding of $76 million to support the District’s ten-year plan to 
end chronic homelessness. This funding will go towards providing enhanced wrap- 
around services for homeless families and individuals, building new housing assist- 
ance centers, providing eviction prevention services, and creating subsidized hous- 
ing. 

Children and Youth 

Children and youth are among the most vulnerable of our residents. This budget 
supports additional funding to provide education, health, enrichment and other op- 
portunities for our children and youth, which is critical in preventing juvenile vio- 
lence and providing meaningful supports so that young residents grow into produc- 
tive, engaged members of the District’s community. 

Tax Relief 

Starting in fiscal year 2006, District residents will benefit from $88 million in new 
tax relief. This tax package provides for a balance between income tax relief and 
property tax relief that is especially targeted to low-income families. All property 
owners living in their homes and coping with rapidly rising home value assessments 
will benefit from $211 in tax relief from an increase in the homestead deduction 
from $38,000 to $60,000. Low-income homeowners will be further protected from ris- 
ing tax bills by a new provision that will allow households earning less than $50,000 
per year to defer any property tax increases until they sell their house. This will 
provide for neighborhood stability, especially for seniors who have difficulty meeting 
rising property tax costs in rapidly changing neighborhoods. 

This budget also includes income tax reductions. First, the local Earned Income 
Tax Credit (EITC) program is being improved to make it one of the most generous 
programs in the nation by increasing our refundable credit from 25 percent of the 
federal benefits level to 35 percent of the federal level. Also, for the first time, pro- 
gram benefits will be expanded to cover non-custodial parents who are paying their 
child support. This provides a work incentive and ensures the equal treatment of 
parents. In addition to targeted income tax relief, this budget includes a $500 in- 
crease in the standard deduction and a $130 increase in the personal exemption, 
which will benefit all taxpayers in the city. These income tax proposals will provide 
a more progressive complement to the broad tax changes that will be triggered by 
tax parity in fiscal year 2006. Tax parity reduces the rates of all three of the Dis- 
trict’s income tax brackets, including a reduction in the top rate from 9.0 percent 
to 8.7 percent. 


PRIORITY FEDERAL FUNDING FOR CRITICAL PROJECTS 

These local investments will leverage the strength of our economy to lift all com- 
munities by investing new resources in our neighborhoods, our infrastructure, and 
our more challenged communities. Connecting these communities to the economic 
vitality we are experiencing in many parts of the District is paramount to the con- 
tinuation of the District’s renaissance. 

The President’s fiscal year 2006 budget has recognized the importance of 
partnering and contributing toward several of the District’s top priorities, including 
full funding for the Tuition Assistance Grant Program, inflation-adjusted funding 
for the Three-Sector Education Initiative, funding for the Consolidated Laboratory 
Facility, funding for the Anacostia Riverwalk and Trail, which is part of my Ana- 
costia Riverfront Initiative, funding for the Criminal Justice Coordinating Council, 
and funding for the Emergency Planning and Security Cost Fund. 

The Tuition Assistance Grant Program is a marquee federal initiative that has 
been a tremendous success. This program compensates the District for our lack of 
a state-like university system by allowing our high school graduates to attend out- 
of-state public universities at in-state tuition rates and providing grants for attend- 
ing selected private universities. Program costs have continued to grow rapidly due 
to rising tuition costs nationwide and rising program participation. This program is 



13 


funded at $33.2 million in the President’s budget and I ask you to continue your 
support for this successful initiative by fully funding the President’s mark. 

Another critical program which was first funded by this subcommittee, and fund- 
ed for the first time this year by the President at $7 million, is the Consolidated 
Laboratory Facility. This laboratory will combine forensics capacities, our medical 
examiner functions, and our various public health laboratories into a single com- 
bined facility, leveraging our capital investment and providing the District with 
state-of-the-art forensics analysis capacities for the first time at the local level. This 
will free up resource at the federal facilities which we are currently using for testing 
while providing additional surge capacity for lab needs throughout the Washington 
area. 

In addition to these important funded projects, our budget request to the Congress 
includes requests for the following projects that are worthy of congressional atten- 
tion: 

— Mental Health Hospital. — The city is constructing a new hospital on the St. 
Elizabeths campus which will allow us to continue to implement court-man- 
dated improvements in services to our patients. Our current facilities do not 
meet the standards of care required of the District and the costs of operating 
our existing buildings are increasingly cost prohibitive. Currently, approxi- 
mately 17 percent of inpatients that we serve are referred to the city by federal 
agencies and courts. Therefore, we are seeking a contribution for our capital in- 
vestment in this new facility at a pro-rated commensurate level of $32 over the 
next three years and $17 million in fiscal year 2006. 

— Ex-Felon Housing. — We have identified access to housing as one of the most im- 
portant risk of recidivism for individuals making the transition from prisons 
back into society. To address this need, and reduce the chance that today’s re- 
turning prisoners will become tomorrow’s homeless, we propose a $5 million ex- 
felon housing program to provide organizations and developers with an incen- 
tive to construct housing specifically for the ex-felon community. Once this 
housing is in place, we will devote our existing resources to providing the job 
training, mental health, and other public services necessary to provide these re- 
turning prisoners with a true opportunity to return to society as productive citi- 
zens. 

— W ASA’s Long-Term Control Plan. — As you know, I believe that the Anacostia 
River is one our most precious and under-appreciated assets as a city. Improv- 
ing public access and for the tremendous natural amenities along the Anacostia 
River is a driving priority of my administration, but my vision for the revitaliza- 
tion of the Anacostia River will not be possible unless we clean up the river by 
fixing our combined sewer system that currently deposits waste into the river 
throughout the year. The D.C. Water and Sewer Authority is embarking on a 
30-year plan to fix this system in order to drastically reduce pollution in our 
waterways and I ask that you support this critical program in an amount of 
$30 million. 

— Fire/EMS Command Center. — The District’s emergency response functions are 
outdated and in need of repair. As the fire department for the nation’s capital, 
including the U.S. Capitol, the headquarters for the Fire and Emergency Med- 
ical Services is inadequate and does not meet the specifications for a modern 
emergency response in high-threat environment. The District currently has 
plans in place to leverage private investment to improve our fire command ca- 
pacity and in addition provide for new and necessary storage facilities for home- 
land security emergency response equipment and is requesting a $10 million 
contribution as part of our budget to support this investment. 

— Downtown Circulator. — The city will soon launch a new bus service designed to 
link the Central Business District and key federal destinations. The Downtown 
Circulator project will provide the 22 million visitors to Washington, DC with 
an inexpensive and easy way to move around the Monumental Core while help- 
ing to mitigate the impact of street closures for security purposes. The service 
will connect several of the District’s most popular destinations for residents, 
tourists and even federal employees. In the future, the system could also be 
adopted by federal agencies as cost-saving replacement for private vehicle fleets 
and shuttle services. The federal government has contributed to this project in 
fiscal year 2004 and fiscal year 2005 and the District is requesting an additional 
$1 million in fiscal year 2005, which the District will match with local funds 
on a one-to-one basis on top of considerable support from the city’s tourism and 
business sectors. 



14 


DEMOCRACY FOR THE NATION’S CAPITAL 

Having outlined our budget objectives, it is important to keep in mind a District 
priority whose value is beyond fiscal measure, and that is our democratic rights. 
The District is the capital of the world’s greatest democracy and it is the ultimate 
hypocrisy that its citizens suffer from the exact disenfranchisement this nation was 
founded to end. 

The United States is continuing to sacrifice hundreds of lives and billions of dol- 
lars to spread democracy worldwide, yet denies full democracy to more than a half 
a million people at its very heart. I urge you to end this injustice and provide the 
city with full voting representation in the Congress. Anything short of full democ- 
racy for our residents should be at the level of personal outrage for all Americans. 

In recent years, this subcommittee has successfully resisted efforts to add un- 
democratic social riders to our appropriations bill. No matter what any Senator’s 
opinion may be on the topic at hand, we hope this body will respect the right of 
District residents to decide local matters, just as the residents do in our 50 states. 
We also hope this body will repeal riders that restrict our ability to make decisions 
about spending local funds on needle exchange programs and lobbying. 

This concludes my remarks today. Thank you for the opportunity to testify before 
you today and I look forward to answering any questions you may have. 

Senator Brownback. Chairperson Cropp. 

STATEMENT OF HON. LINDA CROPP, CHAIRMAN, CITY COUNCIL 

Ms. Cropp. Thank you very much. Good morning, Chairman 
Brownback, Senator Landrieu. I am pleased to be here with my col- 
leagues to testify today on the District’s budget for fiscal year 2006. 
This budget represents the ninth year in a row for a fiscally sound 
and balanced budget. The budget is also a reflection of our resolve 
to stand as one government that will remain fiscally prudent and 
responsible. 

The budget represents the District’s reinvesting in itself and in 
our future. We have committed resources and services for our citi- 
zens through revitalization of our neighborhoods, investment in our 
youth, and protection of our most vulnerable citizens, promotion of 
continued economic stability and growth, health programs, child 
care, and education. 

We will invest in our employees with pay raises and prudently 
set aside $138 million for future employee health and retirement 
benefits. These funds will become mandatory in fiscal year 2008 
and it is good that we made the decision to allocate them at this 
time when we have the money. 

Fiscal discipline has always been and will be a top priority of our 
legislative agenda. We will not only demand it of the executive 
branch, but we also practice it ourselves. The various forms of fis- 
cal discipline from rainy day savings funds, financial safeguards, 
insurance and investment policies, economic triggers for pay-as- 
you-go capital financing, that we have demanded and imposed upon 
ourselves in the past several years have yielded significant returns 
to the District of Columbia. This is reflected in the District govern- 
ment receiving for the seventh consecutive year an unqualified 
audit opinion and a positive future outlook of increased ratings 
from bond rating agencies. 

THE BUDGET PROCESS 

During the Council’s 56 day review period, we held 66 hearings 
totaling 322 man-hours where we provided an opportunity for the 
public to come in and have their input on our budget. The Council 
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worked diligently with the Mayor in aligning our priorities and put 
together a fiscally sound and responsible spending plan. 

The operating budget funds basic city services and programs. 
The capital budget, as a result of stringent oversight by the Coun- 
cil, has been realigned. We will devote funds to our infrastructure 
through investment of over $300 million in pay-as-you-go funding. 
For example, funds were redirected and targeted for projects with 
higher priority and more critical needs, such as schools for children 
and housing for low and moderate income individuals. 

HIGHLIGHTS OF THE FISCAL YEAR 2006 BUDGET 

On May 10 the Council approved a $4.9 billion spending plan 
that provides for adequate funding for basic city services and pro- 
grams. The budget earmarks $1.2 billion for public schools and 
public charter schools. The schools funding increased by $65 mil- 
lion, human services programs by another $65 million, and there 
was an increase in child care specifically by $11.5 million in the 
hopes that we could get more of our families out to work. 

We have selectively adjusted tax rates to make homeownership 
more affordable and to reward the hard work of our citizens and 
businesses. In total, taxes were reduced by $94 million. 

FEDERAL BUDGET REQUEST 

I would also like to ask for your help in obtaining an approval 
of an extension of the District’s tax incentives that are to expire at 
the end of the year. The first time home buyer credit, the 
enterprize zone credit, and the revenue bond program are impor- 
tant to economic development in the District of Columbia. The first 
time home buyer credit attracts residents to our city and assists 
persons in purchasing homes that might not otherwise have had an 
opportunity to do so. The enterprise zone credit and the revenue 
bond program are real incentives for attracting businesses to oper- 
ate within the District, and it is important to our economic growth 
that these tax incentives be reauthorized. 

While speaking about items of importance to the District, I would 
like to mention one other item that is not directly related to the 
budget. You have heard it before: voting representation. But it is 
something that is so extremely important to the citizens of the Dis- 
trict of Columbia, who pay almost $3 billion in Federal taxes. It is 
important for the image of this country, the leader of the free 
world, to provide to all of its citizens the same rights we fight for 
abroad, the right for all citizens to be represented by the persons 
they elect. 

A number of different types of legislation have been introduced 
in the House and in the Senate. Congresswoman Eleanor Holmes 
Norton’s bill, H.R. 398, is an example of one bill. Hopefully, you 
will be able to embrace one of those bills so that the District’s citi- 
zens can no longer — will no longer be disenfranchised. 

BUDGET AUTONOMY 

Just like the other 50 States, the District should be solely re- 
sponsible for approving its own local spending. Achieving such 
budget autonomy will allow the District to implement its budget in 
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a timely manner and will assist in improving the city’s fiscal man- 
agement. 

I want to thank the subcommittee and the Senate for supporting 
this initiative in the past and would ask for you to do it again in 
support of S. 800 the District of Columbia Budget Autonomy Act 
of 2005. 


FEDERAL CONTRIBUTION 

The District is always challenged in developing its budget due to 
ongoing structural imbalance that exists between its spending 
needs and its revenue generation capacity. As noted in the General 
Accounting Office May 2003 report, the imbalance ranges between 
$400 million to $1.1 billion annually. The report also noted that the 
cost of providing public services is much higher in the District than 
it is in the average State due to the relatively large poverty popu- 
lation, poor health indicators, high crime, and high cost of living. 
The report stated that the District has a very high revenue capac- 
ity and the city is already taxing toward the upper limit of our rev- 
enue capacity, thereby creating a punitive tax structure. 

The congressional limitation on the District’s ability to tax cer- 
tain institutions and persons severely restricts the District’s ability 
to raise revenue needed to cover both the operational and infra- 
structure costs. 

Recently, many of you have heard of the budget surplus that the 
District has. The budget surplus is only on one end, the manage- 
ment end, due to good management of the day to day operations 
of the city’s budget. But while we have a surplus on that end, it 
cannot be thought of as a total surplus because we have a deficit 
in our infrastructure when you look at what our capital needs are, 
when you look at our school system. 

When the issue was brought up of closing the schools, the aver- 
age age of the District’s schools is 80 years of age. So you will see 
that our capital side is where we cannot continue to borrow money 
because we are at our capacity, our limit. So we do not even have 
the dollars necessary or the capacity to go out on Wall Street and 
borrow the dollars to fix up our schools, which probably need $1 to 
$2 billion. If we did then our bond rating would go down. So we 
are caught between a dog and a tree and that is not a good posi- 
tion. 

So the infrastructure situation with the District is one that we 
really need to have changed, and it is not because of mismanage- 
ment in the District government, but it is because of the unique 
situations as to how the budget is set. I would ask that at some 
point that the Congress look at some type of special funding plan 
for the school system and for Metro. 

Metro functions as a way to bring in Federal workers into the 
District of Columbia. When you look at our capital budget, the her- 
culean share of the city’s capital budget is spent in two areas: the 
D.C. Public School system, where we see there are even greater 
needs, and Metro. So I hope that that is something that we can 
look at in the future. 
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CONCLUSION 

Finally, as you consider our appropriations we request, we ask 
that you support and pass the budget in time for the start of the 
new fiscal year and before the adjournment of the 109th Congress. 
We urge you to pass the budget as is, without any riders. This 
much anticipated fiscal year 2006 budget is important because it 
shows how the Mayor and the Council can work together and un- 
derscores our commitment to make Washington, DC, one of the 
best -governed cities in the Nation. 

The District’s financial problems of the 1990s combined with the 
national recession earlier this decade, as well as the September 11 
attacks, created an environment where we had to disinvest in our 
budget. Over the past 2 fiscal years, however, we began the process 
of reinvestment in our city. This fiscal year 2006 budget represents 
a great leap forward. 

We will be responsive to our constituents who call the District of 
Columbia their home. We will work with the Mayor, the Congress, 
and the surrounding governments to achieve our mutually shared 
goals. Together with the Mayor, we will produce good, responsible 
budgets that invest dollars in making the District of Columbia a 
much better place for all. 

Thank you very much. 

Senator Brownback. Thank you very much, Chairperson Cropp. 
I appreciate that. 

[The statement follows:] 

Prepared Statement of Linda W. Cropp 

Good morning, Chairman Brownback, Senator Landrieu and members of the Sen- 
ate Appropriations Subcommittee on the District of Columbia. I am pleased to be 
here with my colleagues to testify on the District’s budget for fiscal year 2006. 

INTRODUCTION 

The fiscal year 2006 budget represents for the ninth year in a row, a fiscally 
sound and balanced budget. This budget is also a reflection of our resolve to stand 
as one good government that will remain fiscally prudent and responsible. The ef- 
forts of the Council and the Mayor, working together, has created a spending plan 
that continues to provide the services needed to make the District a better place 
in which to live, to work, to raise a family, and to visit. The budget represents the 
hard work of all thirteen Council members and the efforts of our ten standing com- 
mittees. The Council and the Mayor will continue this collaborative effort through- 
out the year in order to manage government spending. 

This budget represents the District reinvesting in itself and our future. We com- 
mitted resources in services for our citizens through revitalization of our neighbor- 
hoods, investment in our youth, protection of our vulnerable residents, promotion of 
continued economic stability and growth, health programs, childcare and education. 

We will invest in our employees with pay raises and prudently set aside $138 mil- 
lion for future employee health and retirement benefits. These funds will become 
mandatory in fiscal year 2008 and it is good that we made the decision to allocate 
them now. 

Fiscal discipline has always been and will always be a top priority on our legisla- 
tive agenda. We not only demand it of the executive branch, we practice it. The var- 
ious forms of fiscal discipline — from rainy day savings, financial safeguards, insur- 
ance and investment policies, economic triggers to Pay-As-You-Go Capital Financ- 
ing — that we have demanded of, and imposed on ourselves in the past several years, 
have yielded significant returns to the District of Columbia. This is reflected in the 
District Government receiving for the seventh consecutive year an unqualified audit 
opinion and a fiscal year 2004 Comprehensive Annual Financial Report (CAFR) 
showing a balanced budget. The District continues to maintain an “A” rating from 
all of the Wall Street financial rating agencies. 
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In 2005 the Council passed the fiscal year 2006 Budget Submission Requirements 
Resolution of 2005. It established the date for submission of the Mayor’s proposed 
budget. It required performance plans and reports, and that certain information and 
documentation be submitted to the Council along with the proposed budget. 

THE BUDGET PROCESS 

During the Council’s fifty-six days review period 66 hearings totaling 322 man- 
hours were conducted. These public hearings are an important part of the budget 
process. The public hearings provide the citizens and our workforce with an oppor- 
tunity to comment on and critique programmatic and funding needs, and the per- 
formance of government agencies. This feedback is essential in reaching the deci- 
sions and determining the recommendations of each committee in the mark-up of 
the agency budgets. 

The Council worked diligently with the Mayor in aligning priorities and, put to- 
gether a fiscally sound and responsible spending plan. The operating budget funds 
basic city services and programs. The capital budget, as a result of stringent over- 
sight by the Council, was realigned. We will devote funds to our infrastructure 
through direct investment of over $300 million in “Pay-As-You-Go” funding. For ex- 
ample, funds were redirected and targeted for projects with higher priority and crit- 
ical needs, such as schools for the children and housing for low and moderate-in- 
come residents. 

The Mayor submitted the budget to the Council on March 21, 2005. The proposed 
local budget was $4,903 billion, an increase of $712 million or 17.1 percent above 
the revised fiscal year 2005 budget. The Council carefully reviewed the proposed ex- 
penditures to ensure that priority programs were properly funded. Adjustments 
were made through hard decisions between competing program preferences and by 
rooting out unnecessary budget cushions within the request. 

HIGHLIGHTS OF THE FISCAL YEAR 2006 BUDGET 

On May 10 the Council approved the $4,949 billion spending plan that provides 
adequate funding for basic city services and programs. This funding level for fiscal 
year 2005 represents a growth of 18 percent over the revised fiscal year 2005 local 
budget. The budget provides $116.6 million for the production of low and moderate- 
income housing and increases the funding for childcare, substance and drug abuse 
treatment, and health care for uninsured residents. In keeping with the seven goals 
on the Council’s legislative agenda, schools continue to receive significant funding. 
The budget earmarks $1.2 billion for public schools and public chartered schools. 
The schools funding increased by $65 million, human services programs by another 
$65 million and the Council is increasing child-care by $11.5 million. 

We selectively adjusted our tax rates to make homeownership more affordable and 
to reward the hard work of our citizens and businesses. In total, taxes were reduced 
by $94 million. 

In order to address the Council’s concerns about the growth of spending in certain 
agencies while still wanting to finance programs important to the District’s most 
vulnerable residents, a Pay-Go contingency fund was established. The fund would 
provide additional financial support to certain agencies once they demonstrate the 
need for these additional funds. Requests to expend money from the Pay-Go contin- 
gency fund require approval by the CFO, the Mayor and the Council. 

FEDERAL BUDGET REQUEST 

The Council supports the Congressional budget request items included in the 
Mayor’s proposal. However, I would like to highlight the Tuition Assistance Grant 
Program (TAG). The TAG program has been extremely successful in the District. 
A total of 4,645 students are receiving funds this year from the program. TAG has 
had a significant impact on furthering the education of these students. Therefore, 
it is important that the additional $33.2 million be provided to continue to fully fund 
this program. 

I would also like to ask for your help in obtaining approval of an extension of the 
District’s tax incentives that are to expire at the end of this year. The First Time 
Homebuyer credit, the Enterprise Zone credit and the revenue bond program are 
important to economic development in the District. The First Time Homebuyer cred- 
it attracts residents to the District and assists persons in purchasing homes that 
might not otherwise have an opportunity to do so. The Enterprise Zone credit and 
the revenue bond program are real incentives for attracting businesses to operate 
within the District. It is important to our economic growth that these tax incentives 
be re-authorized. 
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While speaking about items important to the District, I would like to mention one 
other item that is not directly related to the budget, i.e., voting representation. It 
is important for the image of this country, the leader of the free world, to provide 
to all of its citizens the same rights we fight for abroad, the right for all citizens 
to be represented by persons they elect. 

A number of pieces of legislation have been introduced, Congresswoman Eleanor 
Holmes Norton’s bill, H.R. 398 “No Taxation Without Representation Act of 2005” 
and its companion piece introduced by Senator Joseph Lieberman, S. 195, would 
treat the District as a State with full voting representation in the House and the 
Senate. Representative Thomas Davis’ bill, H.R. 2043, “District of Columbia Fair- 
ness in Representation Act” would add two seats to the House, one to the District 
of Columbia and one to State of Utah, which narrowly failed to secure a fourth Con- 
gressional seat after the 2000 census. In Representative Davis’ bill the District 
would be treated as a Congressional district for the purpose of representation in the 
House. Representative Dana Rohrabacher’s bill, H.R. 190, “District of Columbia Vot- 
ing Rights Restoration Act of 2005” would treat the citizens of the District as resi- 
dents of the State of Maryland for the purpose of participating in elections for the 
House and Senate. While each piece approaches the issue in a different way, the 
key point is that they all call for voting rights to be granted to the citizens of the 
nation’s capital. I ask that you support voting rights for the District of Columbia. 

FEDERAL CONTRIBUTION 

Historically, the relationship between the District and the Federal Government 
has been a unique political and financial arrangement. Between 1879 and 1920, the 
Federal Government would provide assistance by paying half of all District expendi- 
tures. Subsequently, given the various federal prohibitions on taxing nonresident in- 
comes, federal properties, federal purchase of goods and services, the District would 
receive a direct payment. This payment was stopped in 1997 when the Federal Gov- 
ernment assumed responsibility for the cost of the contributions to the police, fire- 
fighters, and teachers retirement plans, various Court services and portions of other 
state functions. 

It is worth recalling that when the 1997 Revitalization Act was passed, one rec- 
ommendation was that Congress would not need to review or approve the District’s 
budget because the city would no longer receive any federal payments. At a min- 
imum, Congress should no longer approve the local portion of the District’s budget. 
Under such a proposal the Mayor would notify the Committees on Appropriations 
of the House of Representatives and Senate in writing 30 days in advance of any 
obligation or expenditure. Just like the other 50 states, the District should be solely 
responsible for approving its own local spending. Achieving such budget autonomy 
will allow the District to implement its budget in a timely manner and will assist 
in improving the city’s fiscal management. I want to thank the Subcommittee and 
the Senate for supporting this initiative in the past and would ask for your support 
of S.800 the “District of Columbia Budget Autonomy Act of 2005”. 

The District Government is always challenged in developing its budget due to the 
ongoing structural imbalance that exists between its spending needs and its revenue 
generation capacity. As noted in the General Accounting Office’s May 2003 report 
the imbalance ranges between $400 million to $1,143 billion per year. The report 
also noted that the cost of providing public services is much higher in the District 
than it is in the average state due to a relatively large poverty population, poor 
health indicators, high crime, and the high cost of living. The report stated that the 
District has a very high revenue capacity, and the city is already taxing toward the 
upper limit of our revenue capacity, thereby creating a punitive tax structure. 

The Congressional limitations on the District’s ability to tax certain institutions 
and persons severely restrict the city’s ability to raise the revenue needed to cover 
both operational and infrastructure costs. These limitations are reflected in the 
streets and schools in need of repair. While the city currently has a management 
surplus of day-to-day operations, these dollars are insufficient to cover the total cost 
of infrastructure improvements. 

The inability to fund infrastructure costs are not due to mismanagement by the 
District Government. As noted earlier, the District Government has maintained an 
“A” rating by the financial rating agencies over the last few years. It is due to the 
inability to tax revenue at its source and other infrastructure issues addressed in 
the 2003 GAO report. 

Congresswoman Eleanor Holmes Norton has introduced Bill H.R. 1586, the “Dis- 
trict of Columbia Fair Federal Compensation Act of 2005”. The bill outlines the 
unique situation of the District of Columbia as a federal city. It proposes an annual 
federal payment of $800 million with provisions to adjust the number in the future. 
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The $800 million would be made available to address important structural needs of 
the city, which the District Government cannot fully fund from its current budget. 
Transportation and street maintenance, information technology and DCPS capital 
improvements are essential to the running of the city. I ask for this Subcommittee 
to support this legislation and encourage adoption by the Senate. 

CONCLUSION 

Finally, as you consider our appropriations request, we ask that you support and 
pass the budget in time for the start of the new fiscal year and before the adjourn- 
ment of the 109th Congress. Furthermore, we urge you to pass the budget as is, 
without any extraneous riders. This much anticipated fiscal year 2006 budget is im- 
portant because it shows how the Mayor and the Council can work together and un- 
derscores our commitment to make Washington D.C. one of the best governed cities 
in the nation. 

The District’s financial problems of the nineties combined with the national reces- 
sion earlier this decade, as well as, the September 11th attacks created an environ- 
ment, where we had to disinvest to balance our budget. Over the past two fiscal 
years, we began the process of reinvestment and this fiscal year 2006 budget rep- 
resents a great leap forward. 

We will be responsive to our constituents who call the District their home. We 
will work with the Mayor, Congress, and the surrounding governments to achieve 
mutually shared goals. Together with the Mayor, we will produce good responsible 
budgets that invest dollars for the District and leave a legacy for future generations. 

I thank you for this opportunity to present the fiscal year 2006 budget and these 
issues of major importance to the District of Columbia. 

Senator Brownback. Dr. Gandhi, and if you could stay within 
the timeframes. We are going to be running tight on this hearing 
and we both would like to have some exchanges back and forth. So 
I will probably put the hook on the last two witnesses a lot tighter 
than I have on the front two. 

Dr. Gandhi. 

STATEMENT OF NATWAR M. GANDHI, Ph.D., CHIEF FINANCIAL OFFI- 
CER 

Dr. Gandhi. Thank you, Mr. Chairman. Good morning, Mr. 
Chairman, Senator Landrieu, and members of the subcommittee. I 
am Natwar M. Gandhi, Chief Financial Officer of the District of 
Columbia, and I am here to testify on the District’s 2006 budget 
request and the overall health of the District’s finances. 

The Congress created the Office of the Chief Financial Officer to 
preserve, protect, and enhance the District’s financial viability and 
credibility at all times. I am pleased to report to this subcommittee, 
Mr. Chairman and Ms. Landrieu, that the District has again made 
substantial progress in the past year, marking the eighth consecu- 
tive year of fiscal recovery. 

We again achieved a balanced budget and received a clean audit 
opinion from our external auditors and improved the District’s fi- 
nancial infrastructure. The graph on the chart before you, sir, illus- 
trates the turnaround in our general fund balance from a negative 
$518 million in 1996 to a positive $1.2 billion at the end of 2004. 
Many cities that have gone through control period experience, such 
as New York, Philadelphia, Cleveland, none has been able to come 
back as well and as fast as the District has. 

Roughly half of that fund balance is reserved as a result of con- 
gressional mandate or is legally reserved for bond escrows or other 
purposes. The fund balance is likely to climb in the current fiscal 
year to reach an unprecedented level of approximately $1.3 billion. 

Our emergency and contingency reserves totaled $285 million, 
among the highest such reserves as a percentage of the budget of 
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all major cities or States in the Nation. Last year, recognizing that 
our reserves were strong, Congress lowered reserve requirements 
to 6 percent from 7 percent. This fiscal year we estimate these re- 
serves will be about $250 million, an amount that is still expected 
to be among the highest in the country. 

We have again received favorable reviews from the bond rating 
agencies. Standard & Poor raised the rating on the District’s gen- 
eral obligation bonds to A from A minus, and Fitch placed the Dis- 
trict’s A minus rating on a positive outlook for a possible upgrade. 

Again, this year I must stress that it is time to grant the District 
of Columbia local budget autonomy — can I illustrate a point, sir? 
Do you have a question on this? 

Senator Brownback. My eyes are not quite as good as they used 
to be, so I am trying to make sure 

Dr. Gandhi. Well, I can withhold my testimony to explain this. 

Senator Brownback. Please go on. Please proceed. 

Dr. Gandhi. All right. Because what really matters here is that 
in the mid-90s we were very near bankrupt and today we are really 
a welcome presence on Wall Street. We have accomplished this fi- 
nancial stability by institutionalizing changes that have been com- 
mended by rating agencies and investors. We are monitoring the 
budget on a constant basis and have enabled decisionmakers to re- 
ceive timely and accurate information on which to make informed 
judgments. 

Without budget autonomy, we must prepare specific spending 
plans and revenue estimates at least 9 months in advance of the 
beginning of the actual budget year, a constraint under which no 
other State or municipal government operates. This issue of timing 
has added far greater uncertainty in budget planning and has 
posed more difficulty in executing the budget as well. 

In fiscal year 2006, the District’s certified general fund revenue 
is forecasted to be $4.8 billion, an increase of about 14 percent over 
2005. Underlying the District’s robust revenue growth is continued 
strength in the District’s real estate market and strong growth in 
personal income. 

As Chief Financial Officer, sir, I believe that it is not the role of 
the government to amass a large amount of cash when needs for 
infrastructure and other prudent investments must be met. The 
magnitude of resources available for budgeting both from the im- 
proved level of current revenues and the sizable accumulated sur- 
plus in the fund balance provides an opportunity to address critical 
needs of the District. Accordingly, the proposed budget before you, 
sir, would result in a reduction in the general fund balance of 
about $610 million. This amount is composed almost entirely of 
one-time spending and reduction of large pension liabilities that 
our Council Chair, Mrs. Cropp talked about and programs to ad- 
dress critical social needs that the Mayor talked about. 

I believe this spending level and the uses of fund balance are fis- 
cally prudent and will not endanger the District’s sound financial 
position or our strong credit standing. This is demonstrated in the 
5-year proposed budget and financial plan attached to my testi- 
mony. Unlike any other jurisdiction, the District prepares a 5-year 
plan so as to assure the Congress that the District will remain fi- 
nancially viable for 5 years. 
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Since Mrs. Cropp and the Mayor talked about structural imbal- 
ance, I will not go into that. I would simply note that the GAO’s 
structural imbalance report identifies about $470 million to about 
$1 billion of structural imbalance, this structural imbalance some- 
how has to be helped by the Federal Government. There are not 
enough local resources to address the imbalance, and I request and 
strongly urge, that Congress take positive action on Congress- 
woman Norton’s bill, the District of Columbia Fair Federal Com- 
pensation Act of 2005, (H.R. 1586). 

PREPARED STATEMENT 

That concludes my oral remarks, Mr. Chairman, and I request 
that my written testimony be made part of the record. I will be 
pleased to answer any questions you or Mrs. Landrieu may have. 
Thank you. 

Senator Brownback. Your formal testimony will be made part of 
the record. We look forward to the discussion. 

[The statement follows:] 

Prepared Statement of Natwar M. Gandhi 

Good morning, Mr. Chairman, Senator Landrieu, and members of the sub- 
committee. I am Natwar M. Gandhi, Chief Financial Officer for the District of Co- 
lumbia, and I am here today to testify on the District’s fiscal year 2006 budget re- 
quest to the Congress. My remarks will briefly touch on the fiscal year 2005 finan- 
cial outlook, the fiscal year 2006 request, and the overall health of the District’s fi- 
nances. 


continuing financial strength 

The Congress created the Office of the Chief Financial Officer to preserve, protect 
and enhance the District’s financial viability and credibility at all times. I am 
pleased to report that the District has again made substantial progress in the past 
year, marking the eighth consecutive year of fiscal recovery. We again achieved a 
balanced budget and received a clean audit opinion from our external auditors and 
improved the District’s financial infrastructure. The graph on Attachment 1 illus- 
trates the turnaround in our general fund balance from a negative §518 million in 
fiscal year 1996 to a positive $1.2 billion fund balance at the end of fiscal year 2004. 
Roughly half of that fund balance is reserved as a result of Congressional mandate, 
or is legally reserved for bond escrows or other purposes. The fund balance is likely 
to climb in the current fiscal year to reach an unprecedented level of approximately 
$1.3 billion. 

Our emergency and contingency reserves totaled $285.4 million, among the high- 
est such reserves as a percentage of budget of all major cities or states in the nation. 
Last year, recognizing that the District’s reserves were strong, Congress enacted leg- 
islation lowering the total reserves required to 6 percent from 7 percent. This fiscal 
year, we estimate that the emergency and contingency reserves will be about $249 
million, an amount which we expect will still remain among the highest in the coun- 
try. 

We have again received favorable reviews from the bond rating agencies. Stand- 
ard & Poor’s raised the rating on the District’s general obligation bonds to A from 
A— last November and at the same time, Fitch Ratings placed the District’s A — 
rating on positive outlook for possible upgrade. The graph in Attachment 1 also 
shows the history of the District’s ratings by all three major bond rating agencies. 

We continue to strive to improve on this record of accomplishment. Our standard- 
ized spending plans for all agencies allow us to monitor results against those plans, 
and we continue to control agency spending using our online financial management 
tools. Spending plans are one component of the District’s own Anti-Deficiency Act 
designed to hold financial and program managers accountable for achieving program 
results within approved budgets. We have built performance budgets across all 
agencies that set specific targets which are benchmarked against best practices in 
local government. 

Again this year, I must stress that it is time to grant the District of Columbia 
local budget autonomy. We have accomplished financial stability by institutional- 
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izing changes that have been recognized by rating agencies and investors in the Dis- 
trict’s bonds and notes. We have established systems to monitor our budget on a 
constant basis and have enabled decision makers to receive timely and accurate in- 
formation on which to make informed judgments. Without autonomy we must pre- 
pare specific spending plans and revenue estimates at least nine months in advance 
of the beginning of the actual budget year, a constraint under which no other state 
or municipal government must function. This issue of timing has added far greater 
uncertainty in budget planning and formulation and has posed more difficulty in 
executing the budget as well. We have been fortunate in recent years in finding that 
our revenues have far exceeded our forecasts, but such time constraints have forced 
us to be overly conservative in our estimates, and have prevented us from providing 
tax relief or larger service benefits to our taxpayers as a result of those excess rev- 
enue collections. Congresswoman Eleanor Holmes Norton has introduced the Dis- 
trict of Columbia Budget Autonomy Act of 2005, H.R. 1629, and Senator Collins in- 
troduced an equivalent bill, S.800, which would allow the Mayor and City Council 
to enact the locally funded portion of the District’s annual budget. We appreciate 
the interest of this Subcommittee on the matter of budget autonomy and urge the 
Congress to consider the bills favorably. 

BEGINNING FUND BALANCE, GENERAL FUND 

As noted in the fiscal year 2004 Comprehensive Annual Financial Report (CAFR), 
the District concluded fiscal year 2004 operations with a $1,215 billion general fund 
balance (i.e., net accumulated surplus). 

Based on current revenue and expenditure estimates, the General Fund is ex- 
pected to end fiscal year 2005 with an operating surplus of $320.6 million. The gen- 
eral fund balance is likely to reach $1.35 billion at the end of fiscal year 2005. 

FISCAL YEAR 2006 REVENUES 

In fiscal year 2006, District’s certified general fund revenue is forecasted to be 
$4.81 billion, an increase of 13.8 percent over fiscal year 2005 approved budget after 
tax policy changes. Underlying the District’s robust revenue growth is continued 
strength in the District’s real estate market and strong growth in personal income. 
Substantial increases in prices and the number of transactions in both residential 
and commercial real estate markets were major sources of revenue gains in fiscal 
year 2003 and fiscal year 2004, and are expected to contribute significantly to fiscal 
year 2005 and fiscal year 2006 revenues. Going forward, our revenue projections as- 
sume District personal income will grow between 5 and 6 percent annually, and the 
financial markets will continue their recovery. 

The fiscal year 2006 Proposed Budget includes tax policy reductions of $35.0 mil- 
lion and revenue shifts to capital of $30.0 million. The tax policy reductions include 
an increase in the homestead deduction, an increase in the local Earned Income Tax 
Credit, increases in both the standard deduction and the personal exemption, and 
a property tax deferral for low-income homeowners. The revenue shift to capital is 
to provide a dedicated stream of revenues to finance major investments in bridges 
and roads. 


FISCAL YEAR 2006 PROPOSED EXPENDITURES 

As Chief Financial Officer, I believe that it is not the role of government to amass 
large amounts of cash when needs for infrastructure improvements and other pru- 
dent investments in the future must be met. The magnitude of resources available 
for budgeting, both from the improved level of current revenues and the sizable ac- 
cumulated surplus in the fund balance, provides an opportunity to address critical 
needs of the District. 

Accordingly, this proposed budget would result in a reduction in the general fund 
balance of $610 million, to a balance of $740.2 million, from the projected year-end 
fiscal year 2005 fund balance. This amount is composed almost entirely of one-time 
spending or transfers for future and retroactive pay-as-you-go capital funding, a re- 
duction of a large pension benefit liability, policy shifts to special purpose and cap- 
ital funds and operating budget programs to address critical social needs. I believe 
the spending levels and the uses of fund balance contained in this budget proposal 
are fiscally prudent and will not endanger the District’s sound financial position or 
our strong credit standing. As shown in the table below, the Mayor and Council 
have weighed these financial opportunities in formulating policy goals for fiscal year 
2006, as incorporated into this proposed budget. 
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TABLE 2.— GENERAL FUND PROPOSED FISCAL YEAR 2006 BUDGET SUMMARY 
[In millions of dollars] 



Amount 

Total Revenues 

Less Recurring Budget Expenses 

Excess Revenues 

4,871.2 

(4,804.9) 

66.3 

(65.0) 

591.6 

Add Appropriated Fund Balance 

Sources for Program and Fiscal Policy Initiatives 

Less Non-recurring Budget Expenses 

Less Fiscal Policy Initiatives 

Projected fiscal year 2006 Operating Margin 

592.9 

(399.8) 

(191.8) 

1.3 


The fiscal year 2006 general fund budget spending proposal of $5.40 billion is 19.8 
percent higher than fiscal year 2005 approved spending of $4.5 billion. This rep- 
resents increases in both recurring expenses and the one-time uses of fund balance 
which I discussed previously. Recurring budget expenses of $4.80 billion are a net 
increase of $467 million, or 10.8 percent, over the fiscal year 2005 approved budget. 

TABLE 3.— GENERAL FUND FISCAL YEAR 2006 BUDGET SUBMISSION 
[Dollars in millions] 



Fiscal year 
2005 

Fiscal year 
2006 

Change 

Percent 

change 


$4,337.8 

165.0 

$4,804.9 

192.8 

$467.1 

27.8 

10.8 

Program Policy Initiatives: 

16.8 


207.1 

207.1 

n/a 



Net Change: Recurring Expenses and Program Policy Initia- 



702.0 






Non-recurring Fiscal Policy Initiatives: 


138.0 

138.0 




53.8 

53.8 

n/a 



Total General Fund Request 

4,502.8 

5,396.6 

893.8 

19.8 


FINANCING THE BUDGET REQUEST 

To finance both the program and fiscal policy initiatives, the District utilizes 
$591.6 million from the accumulated fund balance. The planned drawdown of fund 
balance will reduce the accumulated general fund balance to a projected $740.2 mil- 
lion by the end of fiscal year 2006. 

TABLE 4. — FISCAL YEAR 2006 GENERAL FUND BALANCE ANALYSIS 

[In millions of dollars] 


Projected Beginning Fund Balance (October 1, 2005) 

Appropriated for Fiscal Year 2006 

Projected Fiscal Year 2006 Operating Margin 

Projected GAAP Adjustments 


1,350.6 

(591.6) 

1.3 

( 20 . 0 ) 


Projected Ending Fund Balance (September 30, 2006) 


740.2 


PROPOSED FISCAL YEAR 2006 GROSS FUNDS BUDGET 

The proposed fiscal year 2006 gross funds operating budget is $7.35 billion, an 
increase of $1.07 billion, or 17.0 percent, over the approved fiscal year 2005 gross 
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funds budget of $6.29 billion. The $1.07 billion expenditure increase is comprised 
largely of a $893.7 million increase in the General Fund budget, which reflects the 
program policy initiatives and fiscal policy initiatives discussed above. The other 
$171.9 million increase in non-local funds reflects projected expenditures in feder- 
ally funded programs ($169.0 million), including Medicaid; and private grants ($2.9 
million). 


TABLE 5.— FISCAL YEAR 2006 GROSS FUNDS BUDGET BY FUND TYPE 
[Dollars in millions] 


Fund Type 

Fiscal year 
2005 

Fiscal year 
2006 

Change 

Percent 

Change 

Local 

$4,170.1 

$4,949.5 

$779.4 

18.7 

Special Purpose (0 Type) 

332.8 

447.1 

114.4 

34.4 

Subtotal, General Fund 

4,502.8 

5,396.6 

893.7 

19.8 

Federal 

806.3 

931.4 

125.1 

15.5 

Federal Medicaid Payment 

963.8 

1,007.6 

43.9 

4.6 

Private Grants 

13.3 

16.2 

2.9 

21.8 

Total Gross Funds 

6,286.2 

7,351.8 

1,065.6 

17.0 


CAPITAL IMPROVEMENTS PLAN 

The District faces a wide variety of infrastructure needs, placing great demands 
on its Capital Improvements Plan (CIP). The total proposed appropriation request 
for the fiscal year 2006-fiscal year 2011 CIP is $2,176 billion for all sources (includ- 
ing the Highway Trust Fund). This six-year plan includes a net increase in local 
budget authority of $778 million ($1,073 billion of new budget authority offset by 
$295 million of rescissions). The increased budget authority will be financed by Gen- 
eral Obligation (G.O.) bonds, the Master Equipment Lease Program, asset sales and 
PayGo financing. The fiscal year 2006 capital program consists of $737 million in 
planned local non-streets capital expenditures (financed by up to $495 million in 
new G.O. bond issuance, $199 million of PayGo transfers from the General Fund 
balance, and $43 million from other sources), as well as $60 million of expenditures 
from the Local Streets Maintenance fund. 

PERFORMANCE BUDGETING 

This budget also reflects our continued progress implementing performance-based 
budgeting (PBB). In fiscal year 2005, we transitioned 11 new agencies to PBB for 
a grand total of 67 agencies now fully enrolled in PBB for fiscal year 2006. These 
67 agencies account for nearly 63 percent of the District’s annual gross operating 
budget. Transition to PBB is a key accomplishment because it establishes a clear 
relationship between the funding that agencies receive, the programs they operate, 
and the results that they must achieve. A critical component of PBB is development 
of programmatic benchmarks to assist policy makers, District executives and the 
public in assessing the value of the District’s programs and determining opportuni- 
ties for improvement. The current set of benchmarks for District programs has 
grown from 39 benchmarks for 18 agencies in fiscal year 2005 to 71 benchmarks 
for 26 agencies in the fiscal year 2006 proposed budget. 

STRUCTURAL IMBALANCE IN THE DISTRICT’S BUDGET 

Mr. Chairman, despite this record of balanced budgets, there remains an ongoing, 
long-term financial problem, and that is the issue of the structural imbalance. This 
serious situation has been documented a number of times by sources outside the 
District including most notably by the General Accounting Office in report GAO- 
03-666 back in May 2003. This report defines a financial structural imbalance as 
the inability to provide a representative array of public services by taxing at rep- 
resentative rates. The District is the only city in the nation that has no state to 
share costs or underwrite expenditures in whole or part. The District bears about 
$500 million annually in costs of mental health, human services, child and family 
services, a university, motor vehicles licensing, taxation, insurance regulation, pub- 
lic service commission, and other services performed at the state level. 

The District’s primary employer — the federal government — has exempted itself 
from taxation on its property and its income. Further, the preponderance of workers 
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in the District of Columbia are exempt from D.C. income tax because they reside 
in the neighboring states of Maryland and Virginia. Finally, the District is the only 
municipality in the nation that must exercise the responsibilities of a city, a county, 
a state and a school district. Although the District has the authority for all types 
of taxes typically levied by states and municipal governments, it does not have the 
corresponding tax base sufficient to pay for the services it must provide. 

Again this year, I must ask the Subcommittee to consider the necessity of pro- 
viding some additional federal consideration of the District’s infrastructure needs. 
The District has pressing infrastructure needs — mostly in our schools, streets and 
transportation — that we cannot possibly fund locally. D.C. already has the highest 
per capita general obligation debt in tbe nation and, according to the GAO report, 
a tax burden that is 18 to 33 percent higher than average for the states. Our only 
options for addressing these infrastructure needs locally are: 

— Adding even more debt per capita; 

— Increasing the tax burden per capita — an action that is likely to discourage po- 
tential residents and employers and possibly drive current residents out of the 
city; or 

— Reduce delivery of other services — a very difficult choice in a city with a large 
population of people in need. 

The GAO report stressed the unique financial challenges the District faces in gen- 
erating the funds to finance usual and necessary services, and identified an annual 
structural imbalance of $470 million to $1.14 billion between the costs of delivering 
typical services and the revenue available from typical tax burdens, based on fiscal 
year 2000 budget and data. Over the years, the District dealt with this gap by ne- 
glecting infrastructure needs and assessing very high taxes. 

For example, our capital program is constrained by limited operating revenues to 
support debt service as well as by the impact of prudent debt ratios and debt afford- 
ability determinations. The District’s capital needs are now estimated to be about 
$7 billion, but our capital spending plan in fiscal year 2006-fiscal year 2011 for 
which we have identified funding sources is only about $2 billion, leaving a gap of 
about $5 billion. If borrowing occurs as planned, our tax-supported debt per capita 
will rise to over $11,000 by fiscal year 2009. 

Again this year, Congresswoman Norton has introduced a bill, the Fair Federal 
Compensation Act of 2005, H.R. 1586 to address the structural imbalance, to relieve 
some of the unsustainable burden on the D.C. government and residents and busi- 
nesses and to prevent another fiscal crisis for the capital city. We urge Congress 
to take action to enact this important legislation. 

CONCLUSION 

Mr. Chairman, this concludes my remarks. I request that my written testimony 
be made part of the record. I will be pleased to answer any questions you or the 
other members may have. 
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General Fund Balance History 


$1.2 billion 




1992 

1993 

1994 

1995 

1996 

1997 

1998 

Fiscal Year 

1999 

2000 

2001 

2002 

2003 

2004 

S&P: 

A- 

A- 

A- 

BBB- 

B 

B 

BB 

BBB 

BBB 

+ 

CD 

CD 

m 

BBB+ 

A- 

A 

Moody’s: 

Baa 

Baa 

Baa 

Ba 

Ba 

Ba2 

Bal 

Bal 

Baa3 

Baa3 

Baal 

Baal 

A2 

Fitch: 


A- 

BBB+ 

BB 

1 BB 

BB 

BB+ 

BB+ 

BBB 

BBB 

BBB+ 

A- 

A- 


Control Period 
Revitalization Act 


★ ★ ★ 


FY 2004 General Fund Balance 

($ in millions) 
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Total: $607.9 mil. (50%) 

$239.2 19.7% 
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General Fund Balance 


Includes: 

• Designation for Subsequent Years’ Expenditure 

• Designation for Other Special Purposes (e.g. child 
support, workers comp, DCRA, housing, 91 1/31 1 
funds, etc.) 

•Working Capital Requirement (Unreserved and 
Undesignated) 

• Designation for Subsequent Years' Expenditure 
(Appropriated by Council in FY05) 

• Designation for Pay-Go Capital (to start funding 
the shortage caused by accelerated spending) 

• Designation for Other Post Employment Benefits 
(to fund rapidly growing liability) 

Accounting Rules: 

Other Reserves (for prior year budget 
reserves, long-term assets, inventory, 
purpose restrictions, charter school 
loans, tobacco debt service, other) 
Congressional Requirements: 

Emergency & Contingency Cash Reserves 
(Emergency = 4%, Contingency = 3% of 
Local Budget) 

Bond Covenants'. 

Reserve for Debt Service - Bond Escrow 


Total as of September 30, 2004: $1,215.0 million 
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RESERVE REQUIREMENTS 

[In millions of dollars] 


Fund Type 

Fiscal year — 

2004 

2005 

2006 

2007 

2008 

2009 

Emergency & Contingency Cash 

285 

249 

254 

258 

302 

307 

Budgeted 

50 

50 

50 

50 

50 

50 

Total 

335 

299 

304 

308 

352 

357 


Cash Reserve Requirements Reduced from 7 percent to 6 percent: Emergency Reserve changed from 4 percent to 2 percent; and Contin- 
gency Reserve changed from 3 percent to 4 percent. 
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Senator Brownback. Dr. Janey, it is good to see you again in 
this hearing and I look forward to your testimony. 

STATEMENT OF CLIFFORD JANEY, Ph.D., SUPERINTENDENT OF 
SCHOOLS, DISTRICT OF COLUMBIA PUBLIC SCHOOLS 

Dr. Janey. Thank you very much. 

I am going to make some adjustments in my testimony to ob- 
serve the need for us to have some dialogue, but my brevity in no 
way should diminish I think some of the important issues that face 
us, not only as a school district but as the District of Columbia. 

Thank you for providing me the opportunity, Chairman 
Brownback and Senator Landrieu. I believe the fiscal year 2006 
budget request reflects the collaborative spirit necessary for an 
educational agenda to be realized. I believe we must move aggres- 
sively to meet the needs of our students and our goal must be to 
regain our public credibility, improve student performance, raise 
our expectations, and establish a real system of accountability. 

With this in mind, the fiscal year 2006 budget was designed to 
begin to address some of the malaise in our system by proposing 
new initiatives that address three key goals. They are: boosting 
and sustaining academic performance; improving our facilities; up- 
dating and upgrading our instructional technology. 

To a certain extent, we will be able to accomplish this by invest- 
ing our allocated money for fiscal year 2006 of $775 million in qual- 
ity academic programs and operational reforms. If we continue to 
stay focused on our common goal of improving the quality of edu- 
cation for D.C. students, we can accomplish even more. The sup- 
port and leadership of the Board of Education and the fact that 
Mayor Williams, Chairperson Cropp, and Dr. Gandhi have been ac- 
cessible and responsive to the children, families and communities 
as we have developed this budget process has been critical to the 
success of the process thus far. 

Our base budget for fiscal year 2006 was $775 million, but in the 
development of the budget we realized that there were some edu- 
cational investments that would be unfulfilled but were critical to 
our ambitious academic agenda. However, the board and I agreed 
that we would live within the amount we were allocated for 2006, 
different from previous years. 

However, the Council helped us secure an additional $15 million 
to prevent a loss of 269 teaching positions. I thank Chairperson 
Cropp, her colleagues and others who were very helpful in that re- 
gard. 

In addition, we received an interdistrict transfer of $3.7 million 
for private special education out of State tuition payments. So our 
revised budget amount is $794 million, with an additional $21 mil- 
lion to support unmet needs in our budget. Thus our total appro- 
priated amount for fiscal year 2006 is $815 million in local funds. 

The projected Federal grant revenues for fiscal year 2006 total 
$145 million and we have other funding streams that brings our 
budget up to approximately $1.1 billion. 

Another area where we have received additional needed support 
from the Mayor and the Council on the operating side of the budget 
is in the area of facilities. We have received an additional $6 mil- 
lion to open up schools this year. We have targeted a number of 
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schools for landscaping, painting, sprucing up, looking at our gym- 
nasia and our cafeterias. 

To give you a sense of the condition of our buildings, however, 
86 of our 147 schools are more than 50 years old and another 41 
are 75 years of age or older. Between 1982 and 2000, just a scant 
number of schools have been fully modernized. I cannot overstate 
the simple premise that every student needs and deserves a decent 
learning environment. 

To meet our most urgent facility needs in the context of fiscal re- 
alities, we developed the transition capital improvement plan 
adopted by the Board of Education in March of this year. This plan 
allows for more effective and strategic use of funds. It allows us to 
expand opportunities to partner with charter schools through co-lo- 
cation. 

I am going to start to wind up this presentation and this testi- 
mony, but I would like to highlight a couple of initiatives that have 
continued to be of importance to us in the school district, the first 
of which is the Tuition Assistance Grant program. This program 
has opened up college opportunities to many families for the first 
time and provided an additional incentive for middle class families 
to stay in the city. To build upon this, we have entered into a part- 
nership with the College Board to promote development of the 
skills students need to succeed in college, and our high school guid- 
ance counselors have all been trained in the benefits of promoting 
the tuition assistance program. 

Based on its value to the development of our students and the 
desirability of the city, we ask the committee to continue funding 
this important initiative. 

Further, with respect to school improvement and the $13 million 
appropriation coming from this subcommittee, I seek the continued 
funding for school improvement. These funds have enabled us to 
implement the Massachusetts learning standards for this coming 
school year. I would ask the subcommittee not to first insert special 
legislative language that might hamper the continued implementa- 
tion of these standards. The continued funding is vital to the cur- 
rent academic reforms we have instituted. 

Our use of school improvement funds will enable us to do — will 
enable us to continue to invest in the following key areas, ranging 
from the implementation of the learning standards, going fun- 
damentally then with curriculum instruction, having a clear and 
rigorous assessment system, having the accountability that goes 
along with that, providing professional development of our staff, 
and looking at prevention through early intervention, that is estab- 
lishing new opportunities for 3- and 4-year-olds to come to the Dis- 
trict. 

I believe, in conclusion, this operating budget will considerably 
advance our work at improving student achievement and assisting 
us in changing the institutional culture of the school system and 
make the necessary reforms so long needed. 

PREPARED STATEMENT 

This concludes my testimony and I, like my colleagues, will be 
here to remain part of the dialogue. 

Senator Brownback. Thank you, Dr. Janey. 



33 


[The statement follows:] 

Prepared Statement of Dr. Clifford B. Janey 

Good morning, Chairman Brownback, Senator Landrieu and Members of the Sen- 
ate Appropriations Subcommittee on the District of Columbia. I am pleased to be 
here with Mayor Williams, Chair Cropp and Dr. Ghandi. 

INTRODUCTION 

I believe the fiscal year 2006 budget request act reflects the collaborative spirit 
necessary for our educational agenda to be realized. I believe we must move aggres- 
sively to meet the needs of our students. Our goal must be to regain our educational 
focus, improve student performance, raise student expectations and establish a sys- 
tem of accountability. With this in mind, our fiscal year 2006 budget was designed 
to begin to address the malaise in our system by proposing new initiatives that ad- 
dress three key goals. The goals inherent in the budget are to boost academic stand- 
ards, improve facilities and update and upgrade our instructional technology. 

FISCAL YEAR 2006 BUDGET 

Under the leadership of the board of education, along with the support of those 
assembled here today, we began the budget process and had to accept the wide- 
spread feeling that our schools operate in an isolated and detached manner. We felt 
that addressing the public’s concerns would go a long way to improve the overall 
environment of learning and boost student achievement. With this in mind, we 
began the process of building a budget to encompass the feelings of stakeholders 
and the desires of parents for more academic rigor. 

To a certain extent, we were able to accomplish this by investing our allocated 
amount for fiscal year 2006 of $775 million in quality academic programs and oper- 
ational reforms. 

If we continue to stay focused on our common goal of improving the quality of 
education for D.C. students, we can accomplish even more. The support and leader- 
ship of the board of education and the fact that Mayor Williams, Chair Cropp and 
Dr. Ghandi have been accessible and responsive to our children, families and com- 
munities as we developed our fiscal year 2006 budget has been critical to the suc- 
cess of this process thus far. 

Our base budget for fiscal year 2006 was $775 million, but in the development 
of the budget, we realized there were educational investments that would be 
unfulfilled but were critical to our ambitious academic agenda. However, the board 
and I agreed that we would live within the amount we were allocated for fiscal year 
2006. 

However, the council helped us secure an additional $15 million to prevent the 
loss of 386 teaching positions. In addition, we received an intra-district transfer of 
$3.7 million for private special education out of state tuition payments. So, our re- 
vised budget amount is $794 million, with an additional $21 million to support the 
“unmet” needs of our budget. Thus, our total appropriated amount for fiscal year 
2006 is $815 million in local funds. The projected federal grant revenues for fiscal 
year 2006 totals $145 million and we have other funding streams that brings our 
budget up to $1 billion. 

Another area where we have received additional needed support from the mayor 
and council is in the area of facilities. We have received an additional $6 million 
to open the schools this fall. 

To give you a sense for the condition of our schools, eighty-six (86) of our 147 
schools are more than 50 years old. Another 41 are 75 years or older. And, between 
1982 and 2000, only four schools were added to or rebuilt. 

I cannot overstate the simple premise that every student needs and deserves a 
decent learning environment. To meet our most urgent facilities needs in the con- 
text of fiscal realities, we developed the transition capital improvement plan adopted 
by the board of education in March 2005. 

This plan allows for a more effective and strategic use of funds. This also will 
allow us to expand opportunities for co-locating to support charter schools. Most re- 
cently, we have identified ten schools as possible co-location sites for charter schools 
to co-locate for this fall one year. I envision there possibly will be greater opportuni- 
ties to co-locate or for charters to occupy additional buildings upon completion of the 
master education plan. The rationale for the one-year lease is to allow time for the 
development of this master plan, which will guide both our academic and facilities 
plans for the coming years. 
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Tuition Assistance Grant Program 

This program has opened up college opportunities to many families for the first 
time and provided an additional incentive for middle class families to stay in the 
city. To build on this, we have entered into a partnership with the College Board 
to promote development of the skills students need to succeed in college and our 
high school guidance counselors have all been trained in the benefits of promoting 
the tuition assistance program. Based on its value to the development of our stu- 
dents and the desirability of our city, we ask the committee to continue funding this 
important initiative. 

School Improvement 

Further, I seek the continued funding for school improvement. These funds have 
enabled us to implement the Massachusetts standards for this coming school year. 
I would ask the committee not to insert any legislative language that would hamper 
the continued implementation of these standards. The continued funding is vital to 
the current academic reforms I have instituted. Our use of school improvement 
funds will enable us to continue to invest in the following key areas: 

— Curriculum and instruction. — Develop grade-by-grade standards in science, so- 
cial studies, and four electives. This process will incorporate the best standards 
from around the country. At the same time, English/language arts and mathe- 
matics curricula will be developed and linked to textbook adoption. 

— Assessments. — Implement periodic benchmark testing to monitor progress of 
students throughout the school year, identify students who need support so that 
help can be provided, and help tailor training for teachers and principals to 
meet students’ needs. 

— Accountability. — Adopt an effective schools initiative that is more closely aligned 
with NCLB standards and will reach more schools with additional support and 
resources. The research-based approach, which is based on the successful per- 
formance improvement mapping (pirn) model being used in Massachusetts, 
aligns more closely with federal standards in NCLB. 

— Professional development. — Work with our standards content consultants in an 
ongoing process to help teachers develop the knowledge, skills and tools they 
need to take ownership of the standards and curriculum. 

— Prevention and early intervention. — Renewing the emphasis and system wide 
mandate for early intervention in the context of general education, including 
academic and behavioral supports and other services for struggling students, 
will enable DCPS to meet the needs of more learners, improve student achieve- 
ment, and reduce the number of inappropriate special education referrals. 

I believe this operating budget will considerably advance our work at improving 
student achievement, assist us in changing the institutional culture of this school 
system, and make the necessary program and operational changes that will benefit 
the children in our classrooms and, ultimately, the citizens of the District of Colum- 
bia. 

This concludes my testimony. I will now answer any questions you may have. 

Senator Brownback. We will run the time clock 5 minutes back 
and forth, so we will just try to ask some pretty good questions and 
very quick questions and then do a couple of rounds here if we can. 

Dr. Janey, we held a hearing on education and both Senator 
Landrieu and I are very concerned about what is taking place in 
the D.C. system and the results or lack of results that have taken 
place for school children in the District of Columbia. I want to focus 
in on your physical plant issue if I could to start off with, because 
you have noted, Chairperson Cropp has noted, the dilapidated con- 
dition of your physical plant. 

You have about 147 school facilities . What do you believe that 
total number should be? Where do you think that number should 
actually be, given what your enrollment is today and where your 
students are located? 

Dr. Janey. I cannot give you a precise number of schools because 
we are currently in the process of building this plan. By December 
of this year we will have a master education plan that will really 
frame how many facilities that we should have pre-K through 12, 
the types of uses for those facilities, so that we would be able to 
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have finally right-sized the District. So we are in that process right 
now, Senator. 

Senator Brownback. Could you give me any comparables in the 
country of student population, of what the D.C. area is, and what 
the number of school facilities would be in a comparable district? 
You do not have it determined here yet, but what would be a com- 
parable in the United States? 

Dr. Janey. Boston might be comparable in enrollment, give or 
take 2,000 or 3,000, 4,000 students, and I believe their number of 
facilities is probably 15 or 20 less, I think. But I would not want 
to say factually for the record. But Boston is somewhat comparable 
to the District of Columbia in enrollment. 

Senator Brownback. I do not think you have closed any schools 
since 1999. This was an issue when I was chairing the authorizing 
committee before, that we need to get more resources into fewer 
physical plants. We need to upgrade these physical plants. 

It is a similar thing that we are going through on military bases 
across the country, across the world, is we are trying to get into 
fewer buildings and get them upgraded so that they are better. I 
have been in a couple of your physical plants. They clearly need 
upgrading. There is just no question about it. 

But there has a will to say, okay, we are going to take the dollars 
that we have and we are going to put them in the physical plants 
that we need, and the other ones, we are just going to have to 
close. 

I know this was a tough issue back then. It is a tough issue now. 
I do not know if we need to provide assistance to be able to 
strengthen your hand to be able to move forward on that, but it 
strikes me this is going to be one of the fundamental issues we are 
going to have to face, is get more resources put into fewer physical 
plants for students. 

Dr. Janey. I think the technical aspect of the issue, meaning 
looking at the enrollment against the number of schools, that is not 
the big lift. Looking at the types of educational programs and serv- 
ices and then projecting over time what the enrollment will be, that 
is a second consideration. 

But when you talk about consolidation, when you talk about clos- 
ing schools, you talk about shared use of schools, often it comes 
down to political will and where will people stand once you make 
that decision. 

Senator Brownback. I understand all of that. I understand the 
difficulty. 

Dr. Janey. So that it rests more in that area than it does in the 
other two. 

Senator Brownback. When the statement was made by the 
former speaker about all politics is local, talk about schools and it 
is real local, and it is a very tough issue to deal with. 

Dr. Janey. I have heard Mr. O’Neil say that many times. 

Senator Brownback. Mayor Williams, thank you for your pres- 
entation here. I want to go at one area and then I want to come 
back to you, if I can, a little bit later. You talk about the level of 
taxation within the District, some of the highest taxation within 
the country. I think even Chairperson Cropp was talking about a 
punitive tax structure, I believe is the terms that I heard you use. 
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Do you have plans or should you or are you considering plans for 
reduction of that tax structure within the District of Columbia as 
a further effort and opportunity for growth for the District of Co- 
lumbia, if your tax structure is so punitive and so high? 

Mayor Williams. Well, I can ask Chairman Cropp to speak to 
the Tax Parity Act that the Council passed, what was it, in 1999 
I believe, which provided for a series of reductions of income tax 
in the city. We have worked together where we could, certainly on 
a strategic basis, reducing taxes for business. I have worked with 
the Council in providing cap relief for property taxpayers, who are 
suffering from escalating housing prices and hence assessments 
and hence levies, on the basis of that. 

In this year’s budget there is $88 million in tax relief. I think it 
is about $40 million of that is the latest tranche of this Tax Parity 
Act, which I strongly support, because this latest stage of the Tax 
Parity Act actually is providing increasing tax relief to moderate 
and low income citizens. Then we have also added to that, with the 
strong support of the Council, additional tax relief that would total 
about $88 million. 

One of the things I am particularly proud of is we say to home- 
owners — there are two things, actually. Chairman Cropp can speak 
to the latter. One is, if you are a homeowner, a household making 
less than $50,000 a year, you do not pay property taxes on your 
home until you sell it. I think that is going to provide great relief 
for the strain faced by middle income households, who are seeing 
their property values go up, but those assessments and those prop- 
erty levies can be onerous. 

Then number two — and I give her full credit for this — Chairman 
Cropp, at her urging we have included in the budget relief for cus- 
todial grandparents who are taking care of these kids in many in- 
stances and should be supported. You talk about supporting fami- 
lies. This is something I really salute her for, providing hope for — 
providing help for these custodial grandparents in terms of tax re- 
lief to allow them to shoulder the burden of raising these children. 

I do not know if you want to speak to any of those issues, Chair- 
man Cropp. 

Ms. Cropp. Thank you, Mr. Mayor. 

The Mayor and Council have worked very hard to look at ways 
to reduce the burden for our citizens. We are challenged also by our 
own success with regard to real estate property. What we are find- 
ing in the District is that the housing costs have gone up, they 
have tripled or quadrupled, but the salaries have not matched it. 
The average cost of a house in the District is roughly around 
$350,000, $375,000, where the average salary is about $70,000, 
$75,000. 

What we have now is we have some people, particularly seniors, 
who may be in a house that they bought 50, 60 years ago for 
$40,000, whose house may be worth about $500,000, $600,000, 
$700,000, $800,000 now, but their annual income may only be 
$25,000 to $40,000 a year. So the taxes are getting at a level where 
either we force them to sell their house and leave the District, be- 
cause if they sold their house it is nothing else they could buy in 
the District with that money. 
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So in the Mayor’s budget, working with the Council, we have de- 
vised a way to work with these seniors that they do not have to 
pay the property taxes until after they sell their house. 

However, there is another group who is impacted by this and 
why the city needs to look at it. Let us look at new college grad- 
uates, young professionals just starting out. The average median 
income in the District of Columbia has just risen to $89,000 for a 
family of four. That is not enough money to be able to buy a house 
and deal with affordable living, housing. 

So this budget is also dealing with that issue. We are looking 
and wrestling with tax packages that will actually reduce the rate 
that people pay on taxes and also we are looking at the cap again. 
The cap appears skewed in the sense that you say people who have 
a higher value house will get more money and that is true, but it 
does not mean in the District of Columbia that people who have a 
higher value house are rich people. 

Senator Brownback. In farm country we would say of a farmer, 
he lives poor and dies rich. Just the income off the farm is not that 
much, but he sits there for a number of years, works hard with his 
family, and at the end of life he has some value. But the income 
is not there. And so I really do applaud your efforts to try to deal 
with that situation. 

We should not have a punitive tax structure within the District 
of Columbia. I am glad you are working to assess that. 

Mayor Williams. Mr. Chairman, if I could just say one thing. I 
think one reason why the taxes are high, I would get back to our 
original testimony, is again because of this structural imbalance. 
The Federal Government basically tells me I only have access to 
half of my tax base. So you are trying to run an operation with only 
half of your tax base, and if you believe the GAO, which says that 
really there are costs beyond our control, you are going to end up 
overtaxing that limited base you have. 

So while the relief that we have embarked on I think is impor- 
tant, we cannot miss the underlying really critical importance, I 
think, of addressing the structural deficit. I would personally think 
that the Fair Federal Compensation Act is one good way to do that. 

Ms. Cropp. I was going to say the same thing, Senator. What the 
Mayor is saying is absolutely factual. The District, not unlike any 
other city, has a population that is older, sicker, and poorer. Most 
cities get the help from their surrounding areas to help offset that 
problem. 

Ironically, the absolute reverse happens in the District of Colum- 
bia. We help subsidize our more affluent suburban areas. More 
than 56 percent of the people who work for the District of Colum- 
bia government — not the Federal Government, not the private sec- 
tor, but the District of Columbia government — live outside of the 
District of Columbia. That is not through our control. That is 
through a Federal mandate that that occurs. So we cannot even tax 
that revenue at its source. 

For every dollar earned in the District of Columbia, we can only 
keep 33 cents of it. The difference between other major cities and 
the suburban areas surrounding it, the State helps to offset that 
cost, that loss, and we have no offset for it. 
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Senator Brownback. I have gone 10 minutes instead of 5 and I 
will give that to my colleague. 

I do want to recognize Congresswoman Eleanor Holmes Norton, 
a dear friend of mine. Over the years I have worked with her. You 
were hiding behind the Mayor so I did not see or I would have rec- 
ognized you at the very outset. 

Senator Landrieu. 

Senator Landrieu. Thank you, Mr. Chairman. I also want to ac- 
knowledge Congresswoman Norton who is here. I thank you for 
your work and your support. Your input has been invaluable to this 
subcommittee as we have worked through some of these issues and 
I really appreciate your help and support. 

I wanted to, Mr. Mayor, go on the record as supporting your com- 
ments regarding the structural imbalance. As you know, the 
record-setting report by GAO actually requested by the Congress- 
woman and me was issued I believe 2 years ago now. We did have 
a quite lengthy hearing on the subject. That report basically in my 
mind put to rest the question as to whether a structural imbalance 
exists. 

It is clear that it exists. It is clear that it is between $400 mil- 
lion, I think, Dr. Gandhi, $400 million and $1 billion. It is clear 
from the exchange that we just had that as we move to address 
that one of the real results could be a lowering of very high tax 
rates in the District, which would be good for everyone and a real 
benefit for future development. 

So I know that there are several proposals. The Congresswoman 
has a proposal. Several proposals have been put forward. But 
Mayor, would you take a minute, and perhaps Dr. Gandhi take a 
moment, to talk about some aspects of these that you think are 
particularly encouraging or a way that you would like us to try to 
think about approaching this? Would it be a rebate of taxes that 
the District residents pay from the Federal Government? Could the 
Federal Government look at some other ways that we could fill 
that structural imbalance? Because it is really a question as to 
what the Federal Government can do. 

Do you want to put anything into the record, comments on that 
this morning? 

Mayor Williams. Well, my own view, Senator Landrieu, is — and 
I have stated this publicly a number of times; I would just use this 
occasion again — is I really do believe that a promising vehicle for 
addressing this is the District of Columbia Fair Federal Compensa- 
tion Act of 2005, which was introduced by Congresswoman Norton. 
I think there are two key provisions of this that I think are becom- 
ing in my mind in running the city day to day. 

One is it is an annual Federal outlay on a formula basis, so you 
can resolve this matter once and for all and we do not have to re- 
visit this over and over again. I think there is a lot to be said for 
settled expectations and everything else. 

Number two, it would be dedicated to exactly the things that this 
subcommittee has addressed, the GAO report addressed, and we 
have heard today in testimony: the transportation projects, the ex- 
traordinary debt service that the city has to suffer because we do 
not have state support, public school facilities, information tech- 
nology. 
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I believe that a real offset of all this — number one. Number two, 
a real offset of all this would be we would see then with these in- 
vestments increasing relief, not only for individuals but also for 
businesses, because actually the GAO will tell you, our Federal 
City Council will tell you — I am getting now the councils mixed 
up — the Federal City Council will tell you that the real extraor- 
dinary burden in terms of taxation now is on our businesses. 

So the Council has made progress and I salute them for reducing 
the burden on our individuals. But if you are a small business in 
the city or a business in the city, what you are paying versus Mary- 
land and Virginia is clearly extraordinary. This would allow us to 
address that. 

Senator Landrieu. 

Senator Brownback. Dr. Gandhi. 

Dr. Gandhi. I think the Mayor has spoken quite well on this 
issue. I think what this chart shows, Mr. Chairman and Mrs. 
Landrieu, is that the District can manage itself very well finan- 
cially. It is like we can manage a household very well. The question 
is what happens when the roof falls down, what happens if I have 
a flood in the basement? The larger infrastructure issue is the only 
puzzle that needs to be resolved, and that cannot be resolved lo- 
cally. 

I think Ms. Norton’s proposed legislation is an excellent idea. 
That would provide us the kind of recurring annual, predictable 
budget relief that we need. But more important, what we have 
there is basically a capital fund, that money would be spent only 
on infrastructure, the buildings, transportation, technology, debt 
service. 

So it is not that Congress gives that money to the city and we 
start five new programs and hire 1,000 new bureaucrats. No. The 
funds would basically be taking care of an infrastructure that 
needs to be repaired and should be worthy of the Nation’s Capital. 

Senator Landrieu. Thank you. I would like to agree that I think 
one of the strongest aspects of that proposal is that it creates a 
capital fund which would be able to be accountable and trans- 
parent. How the money was spent — it could be used at discretion, 
of course, of the city, but could be a real signal of strategic invest- 
ments for the growth of the city and also provide some tax relief 
across the board. 

On that, I want to mention that I am particularly pleased with 
the tax relief and the recognition of the rising value of homes in 
the District — the blessing of that, but the burden to people on fixed 
incomes, particularly seniors. I really want to commend you, Chair- 
man Cropp, for looking at that area, and the Mayor, and trying to 
provide some relief in an innovative way, so the city is not giving 
up revenue. It may be postponing it, but it really allows those fami- 
lies to have some relief that is so necessary today. 

Ms. Cropp. Senator, if I may, on the capital fund issue that you 
were talking with the Mayor and Dr. Gandhi about, to say how im- 
portant it is. Legally, the city has a 17 percent ceiling on our budg- 
et that we cannot spend more in capital projects. But the reality 
is that Wall Street, the bond rating agencies, will not let us go 
over — Dr. Gandhi — probably about 8 or 9 percent? 

Dr. Gandhi. Nine percent. 
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Ms. Cropp. Nine percent. We are fairly close to that level. So 
that even if we decided as a city that we wanted, or even if we had 
the money for the infusion for our schools, we could not do it be- 
cause our bond rating would then drop down and we are just in a 
terrible position. 

So this capital fund is just so very important for our schools, as 
we look at Metro. Metro, which has been the pride of the Nation, 
is now at an age where it needs to have a reinvestment. So for our 
capital budget it really is problematic. That capital fund will be 
very helpful. 

Senator Landrieu. Well, I appreciate that. I would only say that 
this is not the only city that has limits to its capital expenditures. 
There are cities all over America that struggle with these limits, 
put on either by themselves or by agencies or by State governments 
or by necessity because of the finances, and it is a complicated 
issue. 

You can also use cash when it becomes available and not in- 
crease your bonding capacity, and it is always good to use cash 
when you have got it and not increase borrowing, and your sur- 
pluses allow you to take that cash and use it wisely, which you 
have done in your proposal. 

But I want to get to, in one moment — the chairman has been 
very gracious here. But I would like to get to you, Dr. Janey and 
the Mayor, about the facilities issue for our schools. There are a 
couple of solutions. I know these are difficult. But one, the overall 
budget for the school system is $1.1 billion, which we are still try- 
ing to get a handle on exactly how that breaks down per student 
compared to other cities, which is the way I would like to compare 
it, not States, because I think comparing it to States is apples to 
oranges, but I think comparing it to cities accurately reflects the 
real costs. 

This is the document that I have for the record. I am sorry, it 
is fiscal year 2003. I am sure it can be updated. I do not have it 
this morning. But based on this document that we had in fiscal 
year 2003, Orleans Parish, which is my home town, was spending 
$6,500 per student, Baltimore was spending $10,000 per student, 
Milwaukee was spending about $11,000 per student, and the Dis- 
trict of Columbia was spending $13,000 per student. 

Now, these numbers may have changed and if we can just get 
this updated then we will know and put that into the record. 

[The information follows:] 


Orleans Parish, LA 

Alameda Co. (Oakland), CA 

Houston, TX 

Kansas City, KS 

Baltimore, MD 

Cincinnati, OH 

Milwaukee, W1 

Montgomery Co., MD 

Alexandria, VA 

Washington, DC 

Arlington, VA 


Per Pupil 
Spending 

Enrollment 

$6,560 

70,246 

$7,122 

10,615 

$7,236 

212,099 

$7,827 

20,810 

$9,639 

96,230 

$9,677 

42,715 

$10,352 

97,293 

$10,580 

138,983 

$12,736 

10,971 

$13,328 

67,522 

$13,334 

19,135 


Source: U.S. Census F 33 Annual Survey of Local Government Finances for 2002-2003. 
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Senator Landrieu. But the point is that $1 billion plus budget 
for the District schools is more than most cities of this size and de- 
mographics have. One way to capture funding for facilities is to 
have some savings or efficiencies, whether it comes through some 
savings through facilities or operations. If you had a 5 percent sav- 
ings, which is $50 million, you could take that money and bond it 
and create a bond issue to invest in schools. 

Another way is to use the assets of the school system itself, 
which, Mr. Mayor, I understand that there are 39 schools on this 
list of surplus property. Fourteen have been either leased or sold 
as according to the city law for charter schools. But there are an 
additional 17 schools that could either be leased according to now 
the local law and the Federal law, to give a preference, a strong 
preference to charter schools. 

The money generated from these transactions could go to the 
benefit of the school system. It could go to the benefit of the school 
system. It does not have to go to the benefit of the general fund 
of the city. 

So there is a real win-win, Mr. Chairman, as we take steps to 
co-locate, to make these vacant in some cases and surplus facilities 
available to schools, to use the profits of that, if you will, for the 
school system itself. 

In addition, some of these buildings have been available for hous- 
ing under the control of the city through the control board. They 
have been very successful housing developments. I am aware of 
some of them. But again, the moneys that were generated by the 
sale of those buildings could have gone back to the school system. 
I do not think that happened. I think that went back to the city 
general fund. 

So I would just ask that we look at the assets of the school sys- 
tem, how they can be better used to help the problem that we have, 
and to recognize that there are right now, without any additional 
Federal help, some real opportunities for enhancements of these fa- 
cilities. 

Senator Brownback. As you can see, my colleague has dug into 
this pretty deep and is quite committed to it, and I look forward 
to working with her on some of these topics. 

If I could turn quickly to a couple of things on another set of top- 
ics. When I was the authorizing chair we did a number of struc- 
tural changes in the District of Columbia. This was in 1997. I think 
Connie Mack was one of the key individuals involved in the nego- 
tiations. A lot of structural changes were made at that time. That 
is when the homestead or the first time home buyers accounts were 
put in place, which I think have been very successful in the Dis- 
trict of Columbia. We are trying to replicate them in other places 
across the country. 

One of the things that we had looked at and considered is put- 
ting in place in the District of Columbia a flat tax making the Fed- 
eral income tax a flat tax in the District of Columbia. It had pretty 
good support. I put in a bill along with Congressman Paul Ryan 
on the House side. Jack Kemp supported it. 

One other item, though, I want to throw out for you. We did sev- 
eral years ago individual development accounts, trying to get peo- 
ple of low income to save. We had a Federal match of but $2. For 
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every $1 that the individual would save, we would match it with 
$2, as an attempt to increase personal savings — and we called it an 
individual development account. Let us start building up this. 

I was wondering, Mayor, in looking at the need to support fami- 
lies, if we should try to expand that concept on marriage develop- 
ment accounts, where a couple raising children but at a low income 
level, not necessarily at a poverty level but at a low income level, 
that we would try to use that same concept. 

I put it out as something that we are looking at. I want to see 
if the concept has worked for the individual development accounts 
or not, if you look at it and say, well, it has worked some, not that 
great, or if it has really worked well. Is that something we could 
expand in this category to try to encourage and support that insti- 
tution where generally children thrive the best? So I put that out 
for you. 

We will look forward to working with you on this budget, and on 
other items. Again, I congratulate you on the many areas of im- 
provement. We have got some possibilities and some things to work 
on. I look forward to working with my colleague, who is very 
knowledgeable and has been on this subcommittee for some period 
of time. 


ADDITIONAL SUBMITTED STATEMENT 

The subcommittee has received a statement from Paul Strauss, 
the shadow Senator for the District of Columbia which will be 
placed in the record at this point. 

[The statement follows:] 

Prepared Statement of Paul Strauss 

Chairman Brownback, Ranking Member Landrieu and others on the sub- 
committee, as the elected United States Senator for the District of Columbia I would 
like to thank you for the opportunity to present this statement on behalf of the peo- 
ple of the District of Columbia. 

I fully support the fiscal year 2006 Budget Request for the District of Columbia. 
It is vital for my constituents that the Budget Request is met in full. As the elected 
U.S. Senator for the District of Columbia, I myself cannot vote on this appropria- 
tion. I am limited to merely asking you to support their requests. Unlike citizens 
of any other jurisdiction, we lack the legal rights to make these funding decisions 
on our own. This is not just an issue of simply allocating appropriations but, for 
the residents of our Nation’s Capital, an issue of fundamental justice. 

The District of Columbia should not have to look to Congress for financial deter- 
minations. Congress appropriates the money of local tax-payers, which rightly 
should be appropriated by local government. The money at issue is raised by taxing 
the local citizenry, and Congress should have no authority to interfere. This is again 
a case where the many restrictions on the District of Columbia’s ability to self-gov- 
ern adversely impact the taxpayers of your own states. Today’s hearing, an exercise 
in bureaucracy, would be unnecessary if the District was free to conduct its own 
budget. I have made this argument many times before many committees of this 
body, and I will continue making it until the District of Columbia becomes a state. 
Most importantly, as long as Congress continues to control the District’s budget, 
which should be operated by the District, Congress has an obligation to fully fund 
the budget request without hesitation. 

Due to our lack of self-determination, we are unable to provide certain govern- 
ment services on a local level. As long as Congress continues to utilize city services, 
it has an obligation to fully fund city services. It is essential to the District that 
Congress pass this budget in time for the new fiscal year and avoid being held up 
in continuing resolutions. If the District’s Budget is held up, vital spending adjust- 
ments are not allowed to be implemented and the cost of debt services increases. 
Each day the budget is delayed is a further impediment in our efforts to provide 
vital local services to the loyal tax paying residents of the District of Columbia. 
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The predicament and unneeded bureaucracy of our budget being held up every 
year can be resolved through Budget Autonomy. Our local budget has no relevance 
to Congress or any of your constituents, and is an unnecessary obligation on the na- 
tional taxpayer and the national legislature. Since fiscal year 1996, the District of 
Columbia has unfailingly provided Congress with a balanced budget, consistently 
demonstrating that it is a competent governing body. It therefore seems extraor- 
dinary that such a proficient and capable body should not be given the rights to 
pass its own budget without policy interference and social riders regulating the gov- 
ernment within the District. It should be within the legislative remit of the District 
of Columbia to make its own economic decisions, and not Congress. 

The District of Columbia has submitted a budget that has called for significant, 
increased investment in public services and education. Mayor Williams, Chairman 
Cropp, and Chief Financial Officer Gandhi have explained the specifics and I sup- 
port their efforts. The budget request is balanced, thorough, and accounts for the 
needs of the residents of the District of Columbia. It will provide more money to 
be spent adequately on education and family services on a per capita basis than 
ever before. The money to be invested in education is crucial if we are to be able 
to meet our aims of improving education for all who live in the District. 

I am the only elected official whose children attend D.C. public schools. Our public 
schools have been making good progress, but we still face huge barriers in our abil- 
ity to provide a holistic educational experience. For example, in 2005, 49 of the Dis- 
trict’s 167 public schools had no music teachers and 44 had no art teachers. My own 
child’s school, Stoddet Elementary, lacked a second grade teacher, and the first and 
second grades had to be combined. Without the proper funding, the District will 
never be able to break such barriers, and the children who live in the District will 
always be at a disadvantage. 

The District should be able to provide the type of education every child in this 
country deserves. The budget request includes $1 billion to fund our public schools. 
Of this, $779.3 million will be dedicated to the District of Columbia’s Public Schools; 
$234.4 million for the District of Columbia’s Public Charter Schools; and $25.2 mil- 
lion for the Educational Investment Fund. The request also includes $147 million 
in capital funding to support improvements to public school buildings in the District. 
The request represents an increase of $81.6 million on the fiscal year 2005. The ad- 
ditional request will be spent on improving 11 new charter schools and will create 
an Educational Investment Fund to help improve student and school attainment. 
These investments will help provide essential facilities that will help provide an ap- 
propriate educational environment. 

The public school administration has worked hard to build a budget that will sus- 
tain the public school system. To avoid losing 386 teaching positions, $15 million 
was secured for the school budget. An additional $6 million was secured to help 
open schools this fall. The administration accepted this budget, and was confident 
that it could operate within the amount allocated. In other words, there should be 
no need to close any facilities. It is outrageous that D.C. schools should be shut 
down to compensate, not for a deficit within the District’s budget, but rather for a 
deficit in the national budget. Students of the District of Columbia should not be 
penalized for Congress’s inability to balance the budget. 

In addition to allocation to public schools, the budget request also includes monies 
dedicated to improving Higher Education and lifelong learning in the District of Co- 
lumbia. Higher Education is a crucial part of our aim of improving education in the 
District. It is essential that those who want to learn be given the opportunity to 
do so regardless of their age or economic situation. The main focus of our efforts 
will be improving the availability of programs and facilities at the University of the 
District of Columbia. This includes an allocation of $8.3 million to expand programs 
in sectors such as nursing, social work, and teacher education; $8.2 million to ex- 
tend opening hours for libraries and to invest in additional facilities; and $700,000 
in financial aid to support a further 474 students from low-income backgrounds. The 
budget request would help address some of the problems faced by the District’s Edu- 
cation Services, who continue to achieve remarkable results in less than favorable 
conditions, by providing funds for vital programs, facilities, and resources. 

Besides money allotted to the education sector, the budget request includes a sig- 
nificant allocation to children and family services, namely the Children and Youth 
Trust Corporation, the Department of Youth Rehabilitation Services, the Child and 
Family Services Agency, and the Department of Human Services. The District of Co- 
lumbia has made great strides in tackling the problem of juvenile crime over the 
last year, as the falling rate of crimes committed by juveniles illustrates. However, 
we continue to strive to make further progress in this area and to tackle the under- 
lying causes of these problems. The Budget request provides sufficient resources to 
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be able to attack the causes of many of the problems the district faces, and should 
therefore be supported in full. 

Included in the budget request is a $14 million allocation to construct or improve 
7 recreation centers; $6.5 million for child services; and $13.5 million for juvenile 
intervention initiatives. These improvements are crucial to the lives of thousands 
of juveniles in the District who are striving to improve their lives, and who deserve 
the opportunity to fulfill their potential. The budget request would help fund these 
programs that would subsequently help address problems such as crime and drug 
use, which continue to plague the District of Columbia. Subsequently, this would re- 
duce the burden on your constituents whose taxes are being spent on the problems 
in the District. 

As well as the investment in youth, the budget request also allocates significant 
investment in Health and Welfare services. This includes an allocation of $9 million 
to expand healthcare services, including dental and primary healthcare services; $8 
million to provide school nursing services; $14 million to help address the problem 
of homelessness in accordance with the Districts 10 year plan; and to begin the con- 
struction of Wellness Centers in Wards 4 & 6. Health and welfare are key areas 
we need further investment if we are to be successful in decreasing, and eventually 
eliminating, poverty in the District. It is, therefore, imperative that the budget re- 
quest should be met in full in order for the District Health and Welfare Services 
to continue their good work. 

Congress should focus on the District of Columbia’s budget in respect to resolving 
the structural imbalance of the budget. The gap between the District’s ability to 
raise revenue at reasonable tax rates, and the ability to provide services of reason- 
able quality to its residents, jeopardizes the District’s ability to retain residents. In- 
stead of being penalized for residing in the District, citizens should receive same the 
constitutional rights as all Americans. I would go as far as to suggest that it is fun- 
damentally un-American that the population of the District of Columbia is not al- 
lowed to spend their own taxes. 

The government of the District of Columbia needs to be fairly compensated by 
Congress for the services it provides to federal agencies. This would serve as a solu- 
tion to the structural imbalance within the District budget. The District’s budget 
represents the citizens of the most unique city in the Nation. The District has re- 
peatedly provided Congress with a budget that has proven sensible and attainable. 
The outlook for the current fiscal year 2006 is projected as balanced with a surplus. 
The District Government itself is the best evaluator of local expenditures. The reoc- 
curring record of balanced and responsible budget management during times of eco- 
nomic hardships and declining revenues is yet another fact that proves the District’s 
elected officials can govern the district. 

The elected officials are persistent in attaining locally raised revenue needed to 
fund various local interests such as public service and education. The city should 
be allowed to utilize tax dollars in a more flexible manner. This would subsequently 
give the District government the ability to provide the community greater benefit 
from the revenue. Flexible use of revenue specifically secures and stabilizes public 
service departments within the city. My constituents have the right to receive the 
needed revenue to meet their children’s educational needs. I urge you to approve 
the proposed budget, as it is deemed necessary to aid the District. The District of 
Columbia has submitted a timely budget so Congress has appropriate time to ap- 
prove it. 

In closing, I wish to sincerely thank the subcommittee for holding this hearing. 
I know that this subcommittee has been firmly committed to meeting its fiduciary 
obligations. On behalf of my constituents, I thank you for all your hard work and 
dedication and I look forward to working with you in the future. In closing let me 
thank a member of my legislative staff, Marta Mudri, for her assistance in pre- 
paring my testimony. 

ADDITIONAL COMMITTEE QUESTIONS 

Senator Brownback. If there are any additional questions, they 
will be submitted to each of the witnesses for their response. 

[The following questions were not asked at the hearing, but were 
submitted to the District for response subsequent to the hearing:] 
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Questions Submitted to Anthony A. Williams 

Questions Submitted by Senator Sam Brownback 

Question. Your fiscal year 2006 budget includes a total of $1.1 billion in local 
funds to educate approximately 80,000 students within the District of Columbia 
Public Schools and public charter schools. This funding level is a 10.5 percent in- 
crease over the fiscal year 2005 budget. Why do you continue to increase funding 
for schools while enrollment declines? 

Total enrollment for the D.C. Public Schools (DCPS) and the public charter 
schools has in fact been quite stable. In 1997-1998, total enrollment was 77,361 stu- 
dents, comprised of 77,111 DCPS students and 250 charter school students. In 
2004-2005, total enrollment of 78,145 is slightly above the 1997-98 level, with 
62,306 students in the D.C. public schools and 15,839 students attending public 
charter schools. 

The increased funding for schools in fiscal year 2006 reflects a number of factors. 
First, the uniform per-student funding formula increased by 3.07 percent this year 
to reflect inflation, but did not cover the automatic pay increases provided to school 
staff that exceed the inflation rate and are needed to keep D.C. schools competitive 
with suburban jurisdictions. (At least three of the five surrounding suburban juris- 
dictions offer higher entry-level salaries for teachers, and all five have a higher top 
salary level). Therefore, the Council added $14.9 million to the D.C. Public Schools 
budget to provide schools with enough funding to cover these pay increases and 
avoid layoffs, as well as a corresponding increase of $4.9 million to the public char- 
ter schools to maintain equitable funding through the uniform per-student funding 
formula. 

Second, Mayor Williams proposed and the Council approved funding of $21 mil- 
lion to support the reform initiatives of DCPS’ new leadership, which are squarely 
focused on academic achievement. Those include: 

— development of standards for all subject areas and professional development for 
teachers centered around the new content standards; 

— new textbooks aligned to the content standards; 

— art and music programs for all schools that presently lack such instruction; 

— after-school reading and math programs; 

— expansion of Advanced Placement and International Baccalaureate programs; 

— a “Summer Bridge” program for students entering high school with low achieve- 
ment scores; 

— the creation of a principal leadership academy; and 

— the opening of parent and family resource centers. 

Charter schools also received a corresponding sum of $4.2 million to institute pro- 
grams to improve student achievement. 

Special education is the other major area in which the budget has grown. DCPS’ 
fiscal year 2006 budget reflects an increase of $20.7 million in non-public tuition 
payments for students receiving special education services at non-public institutions 
(much of which reflects higher costs of tuition), as well as $6.8 million in tuition 
payments for special education students in foster care ($3.8 million of which reflects 
a budgetary transfer from the State Education Office rather than a net increase). 
DCPS also received a $2.6 million increase to provide educational services at a 
newly opened intake and assessment center for youth in the juvenile justice system. 

Question. I understand that only 50 cents of every operational dollar spent by 
DCPS actually goes to directly educate children. The national average is 61 percent. 
Why is this average so low and how have city leaders proposed to change this? 

Answer. The statistics cited above are from state-level data published by the Na- 
tional Center for Education Statistics (NCES), which defines “classroom instruction” 
as the amount of money spent on teachers, aides, textbooks, and classroom supplies. 
Although DCPS is below the national average in this category, it spends more than 
the national average on “student support” (legally mandated special education serv- 
ices such as assessments, speech therapy, occupational therapy, and physical ther- 
apy, as well as counselors and social workers), as well as “instructional support” (li- 
brarians, instructional technology, standards, curriculum, assessments, and teacher 
training, much of which is funded by federal grants that are restricted to certain 
purposes). 

According to the NCES data, DCPS’ spending on classroom instruction, student 
support, and instructional support totals 70 percent of its budget, which is almost 
identical to the national average of 72 percent and is identical to the 70 percent fig- 
ure for 20 urban school systems of similar size. The comparison group includes such 
cities as Oakland, Atlanta, Boston, Baltimore, New Orleans, San Antonio, and Mil- 
waukee. Therefore, DCPS’ spending on classroom and instructional activities seems 
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close to the national average and similar to the spending patterns in other mid-sized 
cities, and its spending for central administration appears to be just below the na- 
tional average. 

Reducing special education costs through early intervention and increasing the ca- 
pacity of local schools to serve all children is key to ensuring that more of the Dis- 
trict’s educational dollars flow to direct instruction. DCPS’ expenditures for special 
education tuition payments at non-public schools and the transportation of special 
education students are particularly high, as are costs for litigation related to special 
education. 

A number of initiatives are underway to control special education costs and en- 
sure that children can be properly served by the public school system. The Prospect 
Learning Center, which serves elementary and middle school students with learning 
disabilities, is newly renovated and can now serve 120 students in a state-of-the- 
art facility. DCPS has increased its internal capacity to educate students with se- 
vere disabilities by creating more than 600 new seats for autistic children; students 
who are hearing or vision-impaired; children who are mentally retarded, learning 
disabled, or emotionally disabled; and early childhood special education students. 
More than 75 percent of those seats have been filled. DCPS’ data also shows that 
200 students have returned from private placements to DCPS and that DCPS has 
stabilized the number of students going out to private placements. Overall, DCPS 
reports that it has established more than 400 new special education seats in local 
schools for 2004-2005, bringing the number of slots created in the past three years 
to nearly 1,800, and that capacity will increase by another 600 seats in 2005-2006. 

Expanding capacity within the school system and reducing the number of private 
placements will in turn enable DCPS to reduce the large costs it incurs to transport 
special education students to school. Presently, the transportation office is run by 
a court-appointed administrator. The cost of operating 600 bus routes to serve 4,000 
children is approaching an annual rate of $75 million per year, and must be re- 
duced. One important step to reduce transportation costs is under consideration by 
the Board of Education: purchasing buses to reduce the cost of operating a fleet 
presently comprised of leased buses. The District’s Chief Financial Officer has pro- 
jected the savings at $5.6 million in fiscal year 2006 and $24.1 million between fis- 
cal year 2006 and fiscal year 2010. 

The Mayor, Council, and Chief Financial Officer have also implemented a system 
of performance-based budgeting that shows the funding provided to particular pro- 
grams or activities, rather than budgeting only by “object classes” (such as per- 
sonnel, fringe benefits, and supplies) or organizational units. The fiscal year 2006 
budget is the first that DCPS has prepared in the performance-based format. The 
performance-based budget gives policymakers increased ability to track where re- 
sources are going and will support the efforts of the Mayor, Council, and Board of 
Education to maximize the funding allocated to classroom instruction. 

For example, the performance-based budget presents the budgets for all of the 
central administrative or management functions (personnel, procurement, informa- 
tion technology, financial support, policy development, oversight, etc.), showing that 
central administrative functions will cost $36.1 million in local funds in fiscal year 
2006. This amounts to just over 4 percent of DCPS’ local funds budget. Policymakers 
will now be able to budget explicitly for central administrative and other functions 
to make sure that administrative costs are controlled and that classroom spending 
is maximized. 

The strong commitment of the Mayor and Council to focus resources on academic 
achievement and classroom instruction was reflected in the fiscal year 2006 budget 
cycle. As described in the answer to question #1, Mayor Williams proposed $25.2 
million in additional funding to support academic improvement initiatives at DCPS 
and the public charter schools. The Council approved the additional funding pro- 
posed by the Mayor, and also added $19.8 million to the uniform per-student fund- 
ing formula that finances school-based instruction. 

Question. Do you believe that Dr. Gandhi — your CFO — has sufficient control over 
the D.C. Public Schools’ expenditures? School spending seems to increase every year 
with no improvement in student performance. 

Answer. As provided by the Financial Responsibility and Management Assistance 
Authority (FRMAA) Act of 1995 (Public Law 104-8), the Chief Financial Officer 
(CFO) has sufficient authority and control over DCPS expenditures. The broad au- 
thority provided by FRMAA includes: 

— implementing appropriate procedures and instituting such programs, systems, 
and personnel policies to ensure effective budget, accounting, and personnel con- 
trol systems are in place; 
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— supervising and assuming responsibility for financial transactions to ensure 
adequate control of revenues and resources, and that appropriations are not ex- 
ceeded; 

— ensuring reliable accounting results to serve as the basis for preparing agency 
budget requests and controlling the execution of the budget; 

— maintaining custody of all public funds belonging to or under the control of the 
District government; 

— apportioning all appropriations and funds made available during the year for 
obligation in order to prevent obligations or expenditures that would result in 
a deficiency; 

— certifying all contracts prior to execution as to the availability of funds; 

— certifying and approving prior to payment all bills, invoices, payrolls, and other 
claims, demands, or charges; and 

— preparing monthly financial reports on DCPS’ revenue and expenditures. 

The Office of the Chief Financial Officer (OCFO) has effectively used this author- 
ity to monitor and control spending, identifying potential over-spending and devel- 
oping and recommending gap-closing plans for approval by the Board of Education 
and the superintendent of schools. The DCPS CFO has also played an important 
role in monitoring the implementation and expenditure of federal grants, reducing 
the total of lapsed grants from §687,000 in fiscal year 2003 to $165,000 in fiscal 
year 2004. 

For fiscal year 2006, the DCPS CFO will receive additional budget authority of 
$300,000 and three full-time positions to create a special education financial ac- 
countability unit within his office. This unit will work with DCPS’ Office of Special 
Education to implement rate-setting agreements with special education providers, to 
document information about the placement of children and the duration of these 
placements, and to monitor and control costs. 


Question Submitted by Senator Mike DeWine 

BIOTERRORISM AND FORENSICS LABORATORY 

Question. In the fiscal year 2005 appropriations bill, we included $8 million for 
the architectural design and planning costs associated with the construction of a 
new bioterrorism and forensics laboratory in the District of Columbia. I am pleased 
that the President’s budget request for fiscal year 2006 built on that appropriation 
and included $7 million for the laboratory. 

How are you using the $8 million we provided in fiscal year 2005? Please give 
me an outline of your timeline for completion of the construction of the lab, and I 
would also like you to discuss the operational costs for the lab once it is up and 
running. 

Answer. In fiscal year 2005, the subcommittee provided $8 million in funding for 
design, planning and procurement costs associated with the construction of a new 
consolidated laboratory facility. We will have obligated the entire amount by the end 
of the fiscal year. We have been working on programming the services and facility 
needs for and have spent $1 to $2 million to date. We plan to spend the balance 
to conduct the procurement for design services this summer. Starting in fiscal year 
2006, we will begin the bidding and early construction phases of the project and we 
plan to complete the project by fiscal year 2009. We have reviewed more than a 
dozen sites for the lab and have narrowed our choices to two. We expect to make 
a final decision this summer. 

The District plans to incorporate public health, forensics, medical examiner, and 
bio-agent analysis capacity. We will also consider options for adding additional local 
functions to the facility, which may result in additional project costs up to as much 
as $250 million. Once the facility is completed, we plan to fund the operational costs 
for the lab with local resources. The District is currently expending approximately 
$21.5 million on the functions to be relocated to the lab (excluding detective costs) 
and once the lab is up and running, costs are certain to increase as we have the 
capacity to provide services that were previously beyond our capacity. These costs 
may rise to as much as twice our current expenditures and we plan to fund these 
at the local level. 
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Questions Submitted to Linda W. Cropp 
Questions Submitted by Senator Sam Brownback 

Question. Nationally, 34 percent of babies are born to single mothers. In the Dis- 
trict, 57 percent of babies are born to single mothers. Research shows that 80 per- 
cent of long term child poverty occurs in broken or never-married families. The ben- 
eficial effects of marriage on individuals and society are beyond reasonable dispute. 
What is the District doing to promote healthy marriage and reduce out-of-wedlock 
births? 

Answer. The District of Columbia provides a comprehensive network of services 
available to families. 

Within the Department of Human Services, the District initiated the Strong Fam- 
ilies Program (SFP) in October 2002 to provide comprehensive case management 
services and family preservation support services to vulnerable families in the Dis- 
trict that present multiple, complex challenges which place them at high risk for 
family separation and/or disintegration. This program was created to serve as a 
“safety net” for TANF dependent/eligible families experiencing acute social, emo- 
tional or familial distress. The program is structured to provide prevention and 
early intervention services to families who would otherwise become known to the 
District’s child welfare, juvenile justice, homeless, mental health or criminal justice 
systems. 

Since its inception, the Strong Families Program has achieved the following out- 
comes: 

— Served 547 families in fiscal year 2005, and 434 families in fiscal year 2004. 

— Established satellite case management program offices at 13 underperforming 
schools in the District. 

— Provided on-site, in home case management and family support services to two 
(2) public housing sites. 

— Formed partnerships with faith-based institutions and the District of Columbia 
Public Schools (DCPS) to open Family Resource Centers at select schools. 

— Sponsored the District’s first weekend Family Retreat to promote positive fam- 
ily interactions, communications, parent respite services and family develop- 
ment activities, for families served by the program. 

— Sponsored a range of school-based, family development activities such as moth- 
er/daughter luncheons and teas, father/son barbecues and family fun days, in 
partnership with DCPS. These events are specifically designed to foster parent/ 
child bonding experiences, social skill development and parent to parent social- 
ization. 

Within the Child and Family Services Agency, the District has leveraged federal 
funding to jumpstart the Family Team Meetings (FTM) program. This initiative is 
a strengths-based early intervention family engagement model that brings families, 
community members, and child welfare professionals together to discuss the safety 
concerns and the needs of the child and bis family. Occurring at the critical moment 
of concern, the FTM process increases the opportunity for family participation, iden- 
tifies supports and resources in the extended family and community, speeds the 
process for permanency, and ensures that social workers base decisions on the best 
information available. Family team meetings are being held for all children at-risk 
of removal and for placement changes for children in foster care. 

Since its inception on September 15, 2004, the Family Team Meeting initiative 
has the following outcomes: 171 FTMs have been held; 326 children have been 
served; the average number of participants per FTM is 11; and total number of fam- 
ily member participants is 732. 

We expect that our focus on reunification through FTMs will result in children 
returning home sooner. In addition, we are just beginning to using FTMs for place- 
ment changes involving children, so families can participate in placement changes 
and perhaps serve as resources for children. 

Question. You have requested a 30 percent increase in the Resident Tuition Grant 
Program. Last year, the Congress provided an increase of almost 50 percent over 
the fiscal year 2004 level. I understand that enrollment continues to increase for 
this popular program. Do you believe that this rate of increase will continue? 

Answer. Cost increases for the Tuition Assistance Grant Program over the last 
two years have been driven a rise in program participation, nationwide increases 
in tuition costs, the phase-in of the program to a full five cohorts, and our efforts 
to expand eligibility. The District has also required rapidly rising appropriations 
over the last two years because we no longer have a balance of funding from prior 
years to help offset our rising costs. 
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Costs in the future will continue to rise, but will slow considerably from the 
growth rates of recent years. We are no longer in the program’s phase-in stage and 
growth in tuition nationwide may slow as states’ budget crises ameliorate. Over the 
next several years, we expect program costs to be driven by tuition cost increases 
and moderately growing program participation, albeit at dramatically lower levels 
than in recent years. (One area where we may see additional program growth is 
within the District’s Latino community). 

Although we expect growth to slow, we still expect costs to rise steadily over time 
at a rate that may be difficult for the federal government to fund, given limitations 
on resources. Therefore, the District is pursuing authorization for selected cost con- 
tainment measures that will allow us to take administrative measures to contain 
the future growth of program costs. 

Question. As I noted in my opening statement, the city is creating jobs at a rate 
that is twice the national average, but only one-third of the jobs that the District 
is creating are going to city residents. Why is this and what is the District doing 
to change this? 

Answer. During the last six years, we have added more than 60,000 jobs in the 
District, yet we still face employment challenges. Last year, the unemployment rate 
in the District increased from 7.2 percent to 8.2 percent. And broad citywide figures 
mask the reality that in many communities unemployment is concentrated at much 
higher levels. 

The District’s budget this year included a package of legislative proposals and 
funding initiatives to combat these disparities. These initiatives aimed to lower the 
unemployment rate across the District, but especially in communities east of the 
river, and ensure that residents benefit from the city’s significant increase in num- 
ber of jobs. 

These proposals will help the District’s hard to employ residents overcome their 
barriers to unemployment, successfully compete in today’s labor market, and 
achieve economic self-sufficiency by dedicating substantial resources to job prepared- 
ness, life skills, leadership, and pre-apprenticeship training for adults and youth. In 
order to complement these efforts, the District is also working to secure cooperation 
and participation of private sector employers in helping employ District residents 
to the fullest extent possible. These proposals include the following: 

— Invests an additional $6.4 million to train and provides summer employment for 
10,000 District youth between ages of 14 to 21. 

— Invests $4.9 million in the Youth Leadership Institute and year-round education 
and training for 465 hard-to-reach youth between ages of 16 to 24. 

— Invests $8.9 million in transitional employment and pre-apprenticeship training 
assistance for 800 chronically unemployed residents. 

— Invests $150,000 to increase enforcement and monitoring of current First 
Source hiring requirements and provide the Mayor additional authority to in- 
crease First Source requirements in certain industries. 

In addition to these funding proposals, the District is also considering legislation 
at the local level that will accomplish the following: 

— Creates a job opportunity bank, funded by District businesses remitting one-half 
of one percent of the economic assistance received from the District, to provide 
job training grants and assistance to low-income District residents. 

— Requires District-assisted employers to pay a living wage of $10.50 per hour or 
$9.25 per hour if health insurance benefits are offered to employees. 

Question. You are requesting $5 million to provide incentives to developers and 
organizations to construct housing specifically for the ex-felon community. Could you 
elaborate on this proposal? How will it be implemented? How many ex-offenders are 
returning to the District every year? What is the recidivism rate in the District? 

Answer. The District is proposing federal funding for a new initiative that would 
provide incentives to encourage developers and non-profit organizations to rehabili- 
tate or construct new housing for reentrants in order to increase the pool of avail- 
able housing for those exiting the criminal justice system. We have identified access 
to housing as one of the most important risks to recidivism for individuals making 
the transition from prisons back into society. We expect as many as 2,500 offenders 
to return to the District on an annual basis in the years ahead, making efforts to 
combat recidivism as important as ever. 

Recidivism rates in the District are calculated by CSOSA. In fiscal year 2004, the 
parole rearrest rate was approximately 13 percent; for probationers, approximately 
20 percent. Approximately 6 percent of the total supervised population was con- 
victed of a new offense in fiscal year 2004, and approximately 2 percent were incar- 
cerated as a result of that conviction. In fiscal year 2004, approximately 11 percent 
of the supervised population was revoked for violations of release conditions (includ- 
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ing arrest). The majority of revocations result in reincarceration; approximately 10 
percent of the supervised population were incarcerated as a result of revocation. 

Our ex-felon housing program will be integrated with the District’s ten-year plan 
to combat homelessness and individuals occupying this housing will have access to 
the full range of social services provided by the District of Columbia to at-risk popu- 
lations, including job training, substance abuse and mental health counseling. Inte- 
grating housing solutions with social services is critical because almost 70 percent 
of returning offenders have a history of substance abuse and face job placement bar- 
riers along with educational challenges. 

We will administer the initiative within the Department of Housing and Commu- 
nity Development (DHCD), which has the infrastructure in place to monitor housing 
construction incentives as part of the Housing Production Trust Fund. DHCD will 
issue a special Notice of Funding Availability (NOFA) to solicit developers of these 
housing units. The NOFA will include restrictions on developers using the funds: 
developers must derive reentrant tenants from designated non-profit support service 
agency; units must be dedicated to reentrants for a period of at least five years; and 
operating funds for the first six months of tenancy are eligible project expenses. 
This will allow us to providing targeted funding that encourages the development 
of cost-effective housing options for our ex-felons. 

We will coordinate services for individuals residing in this housing through the 
D.C. Re-entry Initiative. Services provided by the initiative will include employment 
services and job-readiness training are provided in partnership with the Department 
of Employment Services; Unity Health Care provides health care delivery and is 
about to open a new clinic for this purpose; UDC provides a GED program, as well 
as college courses. Supportive services will also be provided by the Department of 
Mental Health when needed. 


Questions Submitted to Natwar M. Gandhi 
Questions Submitted by Senator Sam Brownback 

Question. According to GAO, the District of Columbia Public Schools have had sig- 
nificant management problems. What are the critical problems that have led to 
DCPS’ inability to even account for the number of employees on its payroll? 

Answer. Prior to fiscal year 2004, the DCPS Office of Human Resources (OHR) 
managed the employee roster (Schedule A) for the agency. Recognizing that the 
OHR lacked the capacity and systems to accurately manage this function, the new 
DCPS CFO assumed this responsibility in order to accomplish accurate budgeting 
and achieving a balanced budget. Even with the lack of an automated and inte- 
grated Human Resources and Payroll system, the OCFO manually maintains the 
Schedule A and has brought it to the point where the document is current and por- 
trays the correct number of employees, their salaries, and their location in the agen- 
cy. This document is critical in tracking current and historic vacancies. A Human 
Resources and Payroll management system is critical to sound management prac- 
tices. The current system is responsible for employees not being paid accurately or 
receiving their salary increases or step movement on time. The DCPS OCFO has 
invested significant resources into cleaning up this problem. To date, all DCPS em- 
ployees are receiving their correct salaries. The DCPS OCFO maintains this manual 
process, but it is critical that the system move forward with a more automated and 
integrated system. 

Question. Why don’t the D.C. Public Schools use the same administrative and per- 
sonnel management system as the rest of the District government? 

Answer. Several years ago, the DCPS began to develop and implement an admin- 
istrative personnel management system independent from the District’s systems. 
However, these systems did not develop to the operational stage. The School Board 
and Superintendent partnered with the District’s Office of the Chief Technology Of- 
ficer to move DCPS into the District’s personnel and procurement management sys- 
tems. In addition to partnering on these systems, the DCPS is also participating in 
the District’s budget system with other city agencies. In addition, the DCPS will 
begin participating in the District’s human resource and payroll systems. 

Question. As CFO, what authority do you have to control escalating costs within 
the D.C. Public School System? What recommendations would you make to help 
DCPS get its financial house in order? 

Answer. With respect to the annual budget for the Board of Education in the Dis- 
trict of Columbia, the Home Rule Act allows the District to establish the maximum 
amount of funds which will be allocated to the Board, but does not allow the District 
to specify the purposes for which such funds may be expended or the amount of such 
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funds which may be expended for the various programs under the jurisdiction of the 
Board of Education. The primary control that the CFO has with respect to the 
DCPS budget is to ensure that DCPS does not overspend its annual appropriation. 
While the CFO has the authority to require DCPS to curtail spending in the event 
a potential deficit is identified, the specific strategies to implement this requirement 
falls under the purview of the Superintendent and the Board. Over the past several 
fiscal years, the OCFO has worked with the Superintendent and the Board to iden- 
tify potential overspending of the DCPS total budget and develop viable and real- 
istic strategies to curtail spending in a manner that does not severely impact the 
main mission of the DCPS, which is to educate the District’s children. The success 
of this close collaboration is evident in the fact that the DCPS has managed to close 
its last two budgets in balance. For fiscal year 2005, it appears that the DCPS budg- 
et will once again close in balance. 

With regard to recommendations on strengthening the financial position of the 
DCPS, the most important recommendation is to continue the strong collaboration 
between the Superintendent, the School Board and the OCFO in supporting the mis- 
sion of the Superintendent and DCPS strategic plans. It is my opinion that vital, 
stable and collaborative DCPS leadership is the critical element in ensuring DCPS 
will continue to manage its resources in a wise and prudent manner. The OCFO 
will continue to support the DCPS leadership in this regard. 

Question. What, if any, additional authority do you need as CFO to focus on and 
correct the fiscal management problems facing the District? 

Answer. The OCFO is required to estimate revenues far in advance of the fiscal 
year in order for the District to participate in the congressional budget cycle. Grant- 
ing the District budget autonomy would allow the District to build a budget closer 
to the start of a fiscal year and would allow the OCFO to provide more appro- 
priately timed and therefore more informed revenue estimates. 

Question. One criticism of the GAO report on structural imbalance is that the Dis- 
trict has significant Medicaid billing and claims management problems. How are 
you working to address this problem? 

Answer. In 1999, recognizing that there were significant issues with Medicaid bill- 
ing and claims management, the District hired an outside contractor to work with 
two of the public provider agencies, the D.C. Public Schools (DCPS) and the Child 
and Family Services Agency (CFSA), to increase Medicaid revenue for services pro- 
vided by these agencies. Concurrently, key issues relating to Medicaid billing and 
claims management were identified, specifically: 

— Maintaining appropriate documentation supporting Medicaid billing, 

— Developing a clear comprehensive strategy to optimize Medicaid revenues 
among the public provider agencies; and, 

— Establishing standard business practices leading to the identification of appro- 
priate Medicaid-eligible programs and services. 

Since that time, improvements have been realized in the Medicaid billing and ac- 
countability system within the public provider agencies. Although the OCFO is not 
directly involved in the development or modification of agency programs, the OCFO 
has been working with the District’s Office of Medicaid Operations Reform to ad- 
dress the key issues noted above and establish a system of ongoing and routine re- 
ports that will demonstrate improvements in the process for calculating the Med- 
icaid revenue each fiscal year and monitor Medicaid revenues and expenditures. 

Question. I understand that the District has made great strides to get its financial 
house in order, but what are the remaining problematic areas in the D.C. govern- 
ment in terms of financial mismanagement? How are you addressing those areas? 

Answer. The 2004 Annual Audit noted that there are no material weaknesses to 
report (compared to three in fiscal year 2001 and two in each of fiscal year 2002 
and fiscal year 2003) and there were two reportable conditions to be addressed (the 
same number as fiscal year 2003 but down from six in fiscal year 2001 and three 
in fiscal year 2002). Specifically, the areas to be addressed are (1) Management of 
Disability Compensation Program and (2) Unemployment Compensation Claimant 
File Management. A copy of the Management Letter and its appendix are being sub- 
mitted for the record. These documents provide a robust explanation of the issues 
to be addressed as well as the OCFO’s response to these issues. As the documents 
will detail, both issues are being appropriately addressed. 
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GOVERNMENT OF THE DISTRICT OF COLUMBIA, OFFICE OF THE INSPECTOR GENERAL 

MANAGEMENT LETTER 


April 8, 2005. 


The Honorable Anthony A. Williams, 

Mayor, District of Columbia, John A. Wilson Building, Suite 600, 1350 Pennsylvania 
Avenue, N.W., Washington, D.C. 20004. 

The Honorable Linda W. Cropp, 

Chairman, Council of the District of Columbia, John A. Wilson Building, Suite 504, 
1350 Pennsylvania Avenue, N.W., Washington, D.C. 20004. 


Dear Mayor Williams and Chairman Cropp: In connection with the audit of the 
District of Columbia’s general purpose financial statements for fiscal year 2004, 
KPMG LLP submitted the enclosed final Management Letter. We are pleased to re- 
port, as noted by KPMG LLP, that over the last 5 fiscal years there has been a 
marked improvement in the management of the District’s financial affairs. This 
Management Letter details certain matters involving internal control and other 
operational matters that require continued management attention which is pre- 
sented as follows: 

— Appendix A — Reportable Conditions in Internal Control Over Financial Report- 
ing; and 

— Appendix B — Other Observations and Recommendations on Internal Control 
and Financial Operations. 

KPMG set forth recommendations for correcting reportable conditions and other 
deficiencies. While the Office of the Inspector General will continue to assess the 
District agencies’ implementation of recommendations, it is the responsibility of Dis- 
trict government management to ensure that agencies correct the deficiencies noted 
in audit reports. This Office will work with managers, as appropriate, to help them 
monitor the implementation of recommendations. 

If you have questions or need additional information, please contact William J. 
DiVello, Assistant Inspector General for Audits, or me at (202) 727-2540. 

Sincerely, 


Austin A. Andersen, 
Interim Inspector General. 


Enclosure: See Distribution List 
DISTRIBUTION: 

Mr. Robert C. Bobb, Deputy Mayor/City Administrator, District of Columbia (1 
copy) 

Ms. Alfreda Davis, Chief of Staff, Office of the Mayor (1 copy) 

Mr. Gregory M. McCarthy, Deputy Chief of Staff, Policy and Legislative Affairs 
(1 copy) 

Mr. Vincent Morris, Director, Office of Communications (1 copy) 

The Honorable Vincent B. Orange, Sr., Chairman, Committee on Government Op- 
erations, Council of the District of Columbia (1 copy) 

Mr. Herbert R. Tillery, Deputy Mayor for Operations (1 copy) 

Mr. Stanley Jackson, Deputy Mayor for Planning and Economic Development (1 
copy) 

Mr. Neil O. Albert, Deputy Mayor for Children, Youth, Families, and Elders (1 
copy) 

Mr. Edward D. Reiskin, Deputy Mayor for Public Safety and Justice (1 copy) 

Ms. Phyllis Jones, Secretary to the Council (13 copies) 

Mr. Robert J. Spagnoletti, Attorney General for the District of Columbia (1 copy) 
Dr. Natwar M. Gandhi, Chief Financial Officer (5 copies) 

Mr. Ben Lorigo, Executive Director, Office of Integrity and Oversight, OCFO (1 
copy) 

Ms. Deborah K. Nichols, D.C. Auditor (1 copy) 

Ms. Kelly Valentine, Interim Chief Risk Officer, Office of Risk Management, At- 
tention: Rosenia D. Bailey (1 copy) 

Mr. Jeffrey C. Steinhoff, Managing Director, FMA, GAO (1 copy) 

Ms. Jeanette M. Franzel, Director, FMA, GAO (1 copy) 

The Honorable Eleanor Holmes Norton, D.C. Delegate, House of Representatives 
Attention: Rosaland Parker (1 copy) 

The Honorable Tom Davis, Chairman, House Committee on Government Reform 
Attention: Melissa C. Wojciak ( 1 copy) 

Ms. Shalley Kim, Legislative Assistant, House Committee on Government Reform 
(1 copy) 



53 


The Honorable Rodney Frelinghuysen, Chairman, House Subcommittee on D.C. 
Appropriations (1 copy) 

Mr. Joel Kaplan, Clerk, House Subcommittee on D.C. Appropriations (1 copy) 

Mr. Tom Forhan, Staff Assistant, House Committee on Appropriations (1 copy) 

The Honorable George Voinovicb, Chairman, Senate Subcommittee on Oversight 
of Government Management, the Federal Workforce, and the District of Columbia 
(1 copy) 

Mr. David Cole, Professional Staff Member, Senate Subcommittee on Oversight of 
Government Management, the Federal Workforce, and the District of Columbia (1 
copy) 

The Honorable Richard Durbin, Senate Subcommittee on Oversight of Govern- 
ment Management, the Federal Workforce, and the District of Columbia (1 copy) 

Ms. Marianne Upton, Staff Director/Chief Counsel, Senate Subcommittee on Over- 
sight of Government Management, the Federal Workforce, and the District of Co- 
lumbia (1 copy) 

The Honorable Sam Brownback, Chairman, Senate Subcommittee on D.C. Appro- 
priations (1 copy) 

Ms. Mary Dietrich, Appropriations Director, Senator Sam Brownback (1 copy) 

The Honorable Mary Landrieu, Senate Subcommittee on D.C. Appropriations (1 
copy) 

Ms. Kate Eltrich, Clerk, Senate Subcommittee on D.C. Appropriations (1 copy) 

The Honorable Susan M. Collins, Chair, Senate Committee on Governmental Af- 
fairs Attention: Johanna Hardy (1 copy) 

The Honorable Joseph Lieberman, Ranking Minority Member, Senate Committee 
on Governmental Affairs, Attention: Patrick J. Hart (1 copy) 


KPMG LIP, 

Washington, DC 20036, March 24, 2005. 

GOVERNMENT OF THE DISTRICT OF COLUMBIA LETTER TO MANAGEMENT ON INTERNAL 
CONTROL — SEPTEMBER 30, 2004 

To the Mayor and Council of the Government of the District of Columbia Inspector 
General of the Government of the District of Columbia 

Ladies and Gentlemen: We have audited the basic financial statements of the 
Government of the District of Columbia (District), for the year ended September 30, 
2004, and have issued our report thereon dated January 24, 2005. In planning and 
performing our audit of the basic financial statements of the District, we considered 
internal control in order to determine our auditing procedures for the purpose of ex- 
pressing our opinion on the basic financial statements. An audit does not include 
examining the effectiveness of internal control and does not provide assurance on 
internal control. We have not considered internal control since the date of our re- 
port. 

During our audit we noted certain matters involving internal control and other 
operational matters that are presented in the appendices for your consideration. 
These comments and recommendations, all of which have been discussed with the 
appropriate members of management, are intended to improve internal control or 
result in other operating efficiencies. 

Our audit procedures are designed primarily to enable us to form an opinion on 
the basic financial statements, and therefore may not bring to light all weaknesses 
in policies or procedures that may exist. We aim, however, to use our knowledge 
of the District’s organization gained during our audit work to make comments and 
suggestions that we hope will be useful to you. We would be pleased to discuss these 
comments and recommendations with you at any time. 

This report is intended solely for the information and use of the Mayor and Coun- 
cil of the District, the Inspector General of the District, District management, and 
others within the District government and is not intended to be and should not be 
used by anyone other than these specified parties. 

Very truly yours, 

KPMG LLP. 

Executive Summary 

Over the last five fiscal years, as the District’s independent auditors, we have wit- 
nesses marked improvement in the management of the District’s financial affairs. 
Important milestones that the District is understandably proud to report to the 
Council and its citizenry are: 

— Removal of Control Board oversight; 
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— Eight consecutive years of unqualified opinions on the District’s basic financial 
statements included in its Comprehensive Annual Financial Report (CAFR); 

— Return of operations that had been placed in receivership by the District courts; 

— Successful implementation of Governmental Accounting Standards Board’s 
Statement No. 34, the most far reaching change in governmental accounting 
and financial reporting to date; 

— Implementation of a District-wide financial and compliance audit of its federal 
awards programs; 

— Continuous improvement in General Obligation bond ratings from BBB to A; 

— Continuous acknowledgement of excellence in financial reporting from the Gov- 
ernment Finance Officer’s Association (for its CAFR, Budget Document, and 
most recently for its Popular Annual Financial Report); and 

— Continuous improvement in internal control, evidenced by the reduction in the 
number of reported material weaknesses three and reportable conditions six in 
fiscal year 2000, to zero and two, respectively in fiscal year 2004. 

Address Reportable Conditions 

As noted above, the District has taken corrective actions to address and eliminate 
a number of reportable conditions in internal control, some of which were material 
weaknesses. The next step in continuing to improve the District’s financial reporting 
infrastructure is to address the remaining reportable conditions highlighted in our 
Report on Compliance and on Internal Control over Financial Reporting Based on 
an Audit of Financial Statements Performed in Accordance with Government Audit- 
ing Standards (Yellow Book Report), and to implement a process to continuously 
monitor compliance with established internal control policies and procedures. 

Reportable conditions relate to significant deficiencies in the design or operation 
of internal control over financial reporting that could adversely affect the District’s 
ability to record, process, summarize, and report financial data consistent with the 
assertions of management. These reportable conditions, while not as serious as ma- 
terial weaknesses, warrant District management attention. Matters currently classi- 
fied as reportable conditions that are not considered to be material weaknesses are 
as follows: Management of Disability Compensation Program; and Unemployment 
Compensation Claimant File Management. 

These current year reportable conditions and our recommendations are repeated 
in Appendix A. Our management letter comments, presented in Appendix B, high- 
light other internal control and financial management observations made during our 
audit, and what actions we believe the District should take to ensure its financial 
management infrastructure continues to improve. Management responses to our ob- 
servations and recommendations are included in Appendices A and B. We have care- 
fully considered those responses where management indicates that it disagrees with 
either our observations or recommendations. We continue to believe our comments 
are valid and that implementation of our recommendations will result in stronger 
internal controls or operational and financial management improvements. 

New Accounting Pronouncements 

Although there are no significant new accounting pronouncements that will need 
to be implemented during fiscal year 2005, there were two significant accounting 
pronouncements issued during fiscal year 2004 as Governmental Accounting Stand- 
ards Board (GASB) Statements that will significantly impact the District’s future 
government-wide financial position. 

GASB Statement No. 43, Financial Reporting for Postemployment Benefit Plans 
Other Than Pension Plans, an amendment to GASB Statement No. 34, and GASB 
Statement No. 45, Accounting and Financial Reporting by Employers for 
Postemployment Benefits Other Than Pensions addresses accounting and financial 
reporting of post-employment benefits other than pension benefits (OPEB) by em- 
ployers and plans or other entities that administer them. The principal impact of 
this Statement on the District relates to post-employment healthcare benefits that 
the District currently reports on a pay-as-you-go basis. GASB Statement No. 45 will 
require the District to accrue for post-employment benefits to be provided to employ- 
ees and retirees, thus adding a significant liability not currently recorded in the Dis- 
trict’s government-wide financial statements. 

APPENDIX A. — REPORTABLE CONDITIONS IN INTERNAL CONTROL OVER FINANCIAL 

REPORTING 

I. Management of Disability Compensation Program 

The District, through the Office of Risk Management (ORM), administers a dis- 
ability compensation program under Title XXIII of the District of Columbia Com- 
prehensive Merit Personnel Act of 1978. The most recent actuarial loss reserve anal- 
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ysis was performed in fiscal year 2002. For fiscal years 2003 and 2004, ORM has 
performed roll-forward procedures, using underlying assumptions included in the 
last actuarial report, in order to estimate the District’s disability compensation li- 
ability at each year-end. We recommended that an actuarial analysis be performed 
for fiscal year 2004, however this recommendation was not implemented. We believe 
that the use of data that is more than one year old as a basis for these roll-forwards 
could lead to significant differences between the estimated liability and actual re- 
sults for individual cases when complete data is available. Further, the accuracy of 
the underlying data used in the District’s analysis has always been difficult to as- 
sess due to weaknesses in the maintenance of supporting claims files. 

The ORM does not perform a timely review of past claims to determine whether 
the established reserves remain sufficient. In addition, we determined through 
claims test work that certain reserves were not removed timely from the tracking 
system, once a claim is determined to be closed. These conditions increase the risk 
that the underlying data, which is utilized for the District’s roll-forward procedures, 
may be over- or understated. Additionally, seven out of 81 disability claim case files 
selected for test work could not be located for our review, and many of those that 
were provided for our review required extraordinary effort on the part of ORM per- 
sonnel to locate. This is a similar result as noted in prior years. 

We again recommend that ORM contract for an actuarial loss reserve analysis to 
be performed during fiscal year 2005, and each year thereafter. Additionally, we rec- 
ommend that ORM: 

— Review all active claim files on a periodic basis to determine if the recorded re- 
serve is sufficient or if the reserve needs to be increased or decreased. The re- 
view of all active claim files is imperative before each actuarial analysis is per- 
formed, since an actuary would be utilizing such information in their analysis. 

— Develop an effective managerial system to file and maintain both open and 
closed case files. 

Management Response 

ORM has requested monies for an actuarial report in its current budget. It is ex- 
pected that the actuarial report will take place within the next fiscal year. 

All Disability Compensation Program (DCP) files, both active and archived, were 
housed by the Third Party Administrator (TPA), CLW/CDM, Inc. in fiscal year 2004. 
CLW/CDM was responsible for maintaining all supporting documentation in each 
claim file. ORM acquired these files at the conclusion of the contract between the 
city and CLW/CDM in November 2004. The contract expired pursuant to court order 
on Friday, October 29, 2004. The archived files were subsequently moved and placed 
in storage at the District of Columbia General Hospital (DCGH). The active files 
were moved to 441 4th Street, NW, Suite 800 South. It is assumed that all files 
were turned over to ORM; however, at this time, it is difficult to verify this assump- 
tion. In addition, a number of active claim files were erroneously placed in storage 
when they should have been forwarded directly to ORM. 

The Claims Supervisor of CLW/CDM, Inc. was charged with performing timely re- 
views of the adjusters’ decisions establishing reserves. ORM was responsible for con- 
ducting periodic reviews of randomly selected claim files to determine if appropriate 
reserves had been established and/or removed. The previous database system did 
not allow ORM access to all of the data maintained by CLW/CDM with regard to 
this aspect of the claims. With the movement of the Third Party Administrator in- 
house, and obtaining its own Riskmaster database, ORM now has the ability to eas- 
ily determine whether established reserves are sufficient. 

ORM has entered into a contract for services, which entails capturing basic infor- 
mation on all claim files currently in storage into an Excel spreadsheet. This elec- 
tronic database will allow ORM to effectively manage its closed case files. The new 
Riskmaster system, which went into operation in November 2004, will allow ORM 
to effectively manage all open claims files, and those, which are subsequently closed. 

ORM expects to hire additional staff to provide more hands on file/reserve reviews 
and to conduct periodic audits. 

II. Unemployment Compensation Claimant File Management 

The District’s Department of Employment Services (DOES) is responsible for the 
administration of the Unemployment Compensation Program. In fiscal year 2004, 
the District made approximately $114 million in unemployment benefit payments to 
unemployed former employees of private employers in the District and of the Dis- 
trict and federal governments. 

While testing internal controls over benefit payments, we observed that DOES 
was unable to locate 8 out of 30 claimant files supporting these payments. Federal 
regulations require that DOES maintain documentation supporting all payments of 
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unemployment claims. We noted that DOES has established policies and procedures 
requiring such documentation be maintained. However, DOES has not created a 
system of tracking the location of all claimant files and requiring such files to be 
checked in and out by DOES personnel using the files. We recommend that DOES 
create a database tracking the location of all claimant files and require that this 
database be updated each time a file is moved to a new location. 

Management Response 

Management concurs with the finding. If funding is available, DOES will imple- 
ment an imaging and retrieval system for Unemployment Insurance documents. A 
pilot project is to commence within the next three months for imaging and indexing 
quarterly contribution reports. The imaging will be done by the contractor who cur- 
rently enters data from these reports. 

Question. In his fiscal year 2006 budget request, the President recommended that 
the Federal Government consider transferring ownership of some of its property in 
the City to the District. Have you estimated what kinds of revenues would accrue 
to the city if these transfers occurred? 

Answer. The President has not yet released a specific plan for transferring owner- 
ship. Absent a plan that details the property and the method and conditions for the 
transfer of such land, the OCFO cannot at this time estimate revenues. 


Questions Submitted to Dr. Clifford B. Janey 

Questions Submitted by Senator Sam Brownback 

Question. What has been the historic rate of growth in the Special Education 
budget for the D.C. Public Schools? 

Answer. Special education spending (which includes funds allocated to local 
schools for special education, special education central office functions, related serv- 
ice providers, nonpublic tuition, transportation, attorney fees and special education 
hearings and appeals) across all funds has increase by 33 percent between fiscal 
year 2000 and projected spending for fiscal year 2005. The compounded annual 
growth rate (CAGR) between fiscal year 2000 and fiscal year 2005 is 4.88 percent 
and the average growth across the six fiscal years is 6 percent. 

Question. I understand that about 20 percent of the children in the District have 
been identified as “Special Education.” How does this compare to other cities? How 
does this compare to previous years? 

Answer. Using enrollment figures from the October 2004 audit, special education 
enrollment in DCPS was 18 percent; when the total D.C. public enrollment (charter 
and DCPS) is used, the percentage of students in special education drops to 16 per- 
cent. Special education enrollment has remained relatively static during the last five 
years, however, as DPCS enrollment decreases, the percentage that are special edu- 
cation increases. 

Question. Are you concerned that students are being inappropriately identified as 
“Special Education?” 

Answer. In a comparative analysis of DCPS’ Special Education enrollment to 
other urban districts, we have found that DCPS has similar levels of special edu- 
cation enrollment: 


District 

Special Edu- 
cation Enrollment 

Total Enrollment 

Percent Special 
Education 

Baltimore City 

14,012 

108,015 

13 

Boston 

11,433 

58,310 

20 

Milwaukee 

16,518 

101,000 

16 

Oakland, CA 

5,279 

49,214 

11 


What makes DCPS extraordinary different from nearly every other school district 
in the country is the number of students attending nonpublic schools. Twenty-four 
percent of DCPS special education students are in nonpublic day programs, residen- 
tial treatment facilities or are wards of the District placed in foster homes and at- 
tending public schools in surrounding counties. When students in surrounding coun- 
ties are moved to the “public” side of the count — that is, they are served in public 
schools — the percentage of students in nonpublic programs decreases to 21 percent 
of DCPS special education enrollment and 19 percent of all D.C. public school 
(DCPS and charters) special education enrollment. 
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For comparison, the percentage of special education students in nonpublic place- 
ments is 4.5 percent in Boston and 5 percent in Baltimore. 

Question. What percent of DCPS’ budget is being spent on special education tui- 
tion and transportation? 

Answer. Of the $1 billion DCPS budget for fiscal year 2005, approximately 12 per- 
cent ($120 million) will be spent on special education tuition and 8 percent ($75 mil- 
lion) on transportation. 

Question. Why do DCPS budgets continue to rise every year, even though enroll- 
ment is declining? 

Answer. While enrollment at DCPS has declined over time, the number of stu- 
dents for whom DCPS pays tuition at private institutions and suburban schools has 
risen from 1,400 (SY 1999-2000) to 3,067 (SY 2004-2005). These increases have re- 
sulted in higher costs for the provision of mandated services. 

The Local budget for DCPS has only grown at an average rate of one percent 
since fiscal year 2002 when a budget reduction of five percent that occurred in fiscal 
year 2003 is taken into account. 



Fiscal year — 

2002 

2003 

2004 

2005 

2006 

Local Budget 

Growth From Previous Fiscal Year (percent) 

$749.2 

N/A 

$713.4 

094.78 

$753 

5.55 

$767.3 

1.90 

$815.2 

6.24 


Even though DCPS has experienced a modest growth in budget, DCPS has not 
had the ability to leverage these increases to support programmatic expansion. In 
fact, the increases have not kept pace with rising labor and mandated costs. As a 
result, DCPS has had to eliminate and curtail viable academic programs. 

Recent budget increases have been used to support previously approved nego- 
tiated pay raises. Surrounding suburban districts, our primary competition for 
teachers and principals, have been raising salaries substantially beyond inflation, 
and as of next year, at least three of the five are offering higher entering salaries 
than DCPS. All offer higher maximum salaries than DCPS. 

Additionally, DCPS has incurred higher costs associated with payments in tuition 
for D.C. students in private special education and suburban foster care placements, 
special education transportation, and a few state agency costs such as educational 
services at juvenile justice facilities; amounts that have grown enormously in recent 
years. 

[In millions of dollars] 


Negotiated Pay 1 Raises 

Tuition-private placement 2 

Tuition-foster care & DMH wards . 
Transportation-special education 2 
Attorneys' fees (winning parties) . 

Total 


Fiscal year — 

1995 

2005 

2006 


40.4 


12.5 

76.0 

86.4 

( 3 ) 

20.0 

20.0 

12.7 

62.0 

62.0 


9.8 

6.8 

25.2 

208.2 

175.2 


1 Reflects incremental costs associated with fiscal year 2004 entitlement that permanently affected the base in fiscal year 2005. 

2 Will be higher than budgeted in fiscal year 2005 and fiscal year 2006 due to cost overruns incurred by court-appointed transportation 
administrator ($75 million). 

3 Not in DCPS budget. 


Recognizing the shortfalls in DCPS’ academic program, Superintendent Janey pre- 
sented $38.5 million worth of unmet initiatives in an effort to move the system to- 
wards adequacy in programming. DCPS identified $4.5 million in internal resources 
to be re-directed to support this program and the City has proposed an additional 
$21 million. The remaining balance will be offset by the $13 million in Federal Pay- 
ment funding that is being requested as part of the Federal Appropriation. This 
funding will support important programming such as: their development of a com- 
prehensive Art & Music program, and intensive reading and math program for at- 
risk students, establishment of Parent Resource Centers and continuation our 
School Accountability Model. 

Question. It appears that, because of declining enrollment, it is imperative that 
some schools be closed or co-located. What are your plans to do that? 

Answer. DCPS has developed a plan that serves as a bridge through this transi- 
tion period while the Superintendent’s Master Education Plan (MEP) is being devel- 
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oped. The MEP will provide recommendations regarding academic program offer- 
ings, grade configurations, neighborhood or cluster delivery models, Special Edu- 
cation Instructional models as well as address issues relative to school closures and 
co-locations. In line with this transition plan and as required by law, the Board of 
Education has already approved the Superintendent’s plan for co-location in DCPS 
facilities. We are currently reviewing responses to invitations to co-location for the 
10 potential sites. This transition plan calls for the co-location of ten schools that 
have been identified as potential co-location sites. Upon completion of the Super- 
intendent’s Master Education Plan, this transitional plan would be revised to spe- 
cifically address issues such as declining enrollment and/or requirements for closing 
schools. 

Question. I understand that about one-third of DCPS teachers are not certified. 
What progress are you making to ensure that all DCPS teachers have the proper 
teaching credentials for the 2005-2006 school year? 

Answer. In March of 2005, we estimated that approximately 1,400 teachers did 
not have a current license. After requesting that these individuals update their cre- 
dential, as of June 20, 2005, DCPS has identified 455 teaches with expired licenses 
and 533 teachers with no record of licensure or slightly less than 20 percent (988) 
of the teacher workforce. These teachers will be placed on a structured program that 
will facilitate licensure update by June 2006. Those who do not meet the respective 
milestones of this plan will be terminated at the end of the 2005-2006 school year. 
To enhance compliance with actions required to obtain licensure, DCPS has created 
the position of Licensure Specialist that will oversee and monitor licensure status. 
The position is expected to be filled by July 11, 2005. Additionally, we are ensuring 
that all newly hired teachers have the proper credentials prior to hire. 

The State Education Office of Academic Credentials and Standards (SEA-OACS) 
have collaborated with the DCPS-LEA Office of Human Resources (HR) in identi- 
fying those individuals who hold a state teaching license. The SEA-OACS is pre- 
pared to handle the large volume of applications for license renewal that will occur 
as a result of the DCPS Office of Human Resources’ notification efforts. Our goal 
is to maintain an application processing time of less than two weeks, therefore en- 
suring that all applications received prior to August 19, 2005 are processed and li- 
censes sent out before the beginning of school. 

Question. I understand that only 50 cents of every operational dollar spent by 
DCPS actually goes to directly educate children. The national average is 61 percent. 
Why is this average so low and how have city leaders proposed to change this? 

Answer. The source of the 50 percent figure is the U.S. Department of Education’s 
Fiscal Year 2002 Common Core of Data, by a definition that includes only teachers, 
aides, texts and classroom supplies and excludes such direct educational services as 
speech therapy, librarians, library books, computer labs, guidance counselors and 
school nurses. In that year: 

— The District of Columbia reported spending for teachers, aides, texts and class- 
room supplies was 50 percent. 

— The District of Columbia was very high on the “non-instruction” category of 
“student support,” which means legally mandated special education services 
(such as assessments, speech therapy, OT/PT, psychological counseling), coun- 
selors, social workers, attendance counselors, health services and the like. 

— The District of Columbia was also very high on spending for “instruction sup- 
port,” which means librarians; instructional technology; and standards, cur- 
riculum, testing, teacher training and testing. 

— The District of Columbia was comparatively high on “operations and mainte- 
nance,” which means custodians, utilities, repairs, security, as well as on trans- 
portation, which is court-ordered. 

— The District of Columbia was comparatively low on school administration and 
food service, and average on central administration/business services. 

— Many of the “non-classroom” expenditures were funded by restricted federal 
grants, including food service, anti-drug and violence grants and No Child Left 
Behind grants for standards, curriculum, testing and professional development. 
Others are required by federal law and court mandates, including special edu- 
cation assessments, special education related services, and special education 
transportation. 

In our own valuation of what is allocated to supporting students in the class- 
rooms, we expend nearly 60 percent of our resources to do so. What worries me is 
that the definition of “classroom,” taken from the National Center for Education 
Statistics (NCES), does not take into account expenditures for critical services such 
as librarians, counselors, nurses, attendance officers, and assessments, therapy and 
transportation for special education students. We have high costs in these areas be- 
cause of high enrollment in special education. 
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The issue with the NCES definition is that DCPS funds much more than teacher 
salaries and bureaucracy. According to NCES, we spend only 2.7 percent on general 
administration and 3.0 percent on business services such as payroll, human serv- 
ices, and procurement. The rest covers principals, libraries, counseling, special edu- 
cation related services (e.g., speech therapy, OT/PT, social workers, psychologists), 
teacher training, curriculum, testing, facilities, utilities, security, transportation, 
and the free lunch program. 

Further when you factor in our unique role as both a State and Local Education 
Agency, we experience high expenditures in other categories. For example, 11 per- 
cent of our work force is engaged in transporting special education students to pub- 
lic, charter and private schools, under the direction of a court-appointed adminis- 
trator. This translates into higher expenditure levels on the “non-instruction” cat- 
egory of “support,” which is required as part of court orders and Individuals with 
Disabilities Education Act. 

We do believe more classroom support is needed but not by sacrificing librarians 
and counselors and elements of the accountability system such as curriculum and 
standards, teacher training, testing and other measures needed to comply with No 
Child Left Behind. Moreover, it cannot come at the expense of disobeying mandated 
special education requirements and health/safety issues DCPS must face. 

DCPS is aggressively pursing strategies to ensure that as much resources as pos- 
sible can be directed towards the classroom. In fact, the Superintendent has com- 
missioned the Council of Great City Schools to conduct an adequacy study to deter- 
mine system needs, if any. It is hopeful that the findings from this study will pro- 
vide District Stakeholders with the total investments needed to fully support the im- 
plementation of Statewide Standards and provide a better prescription of how to al- 
locate resources. 

Question. What additional tools do you need to better manage the D.C. Public 
Schools? 

Answer. As I begin to implement the goals outlined in our Declaration of Edu- 
cation, the strategic plan for the District of Columbia Public Schools, I am cognizant 
that tbe managerial tools needed to reform a school system are different from those 
needed to sustain routine operations. In order to better align our educational pro- 
gram objectives and priorities with our fiscal resources as we plan long-term school 
improvements, it would be highly advantageous to have an independent Financial 
Officer that reports to the Board of Education and School Superintendent. While the 
school district would continue to be governed by all applicable fiscal regulations, the 
perspective of an independent CFO would be consistent with the mission of the 
school district in service to children, rather than the mission of a financial agency. 

Also, because we have established new standards and will completely overhaul 
our educational infrastructure, multi-year budgeting would enable us to implement 
scheduled reforms without the threat of funding uncertainties from year to year. In 
short, an independent Chief Financial Officer and multi-year budgeting would an- 
chor a long-term strategic framework and afford the long-range planning and imple- 
mentation necessary to implement and sustain school improvements. 

Question. How do you plan to use the $13 million that this subcommittee provided 
in fiscal year 2005 and how do you plan to use the $13 million that is being re- 
quested for fiscal year 2006? 

Answer. I intend to use these funds appropriated in fiscal years 2004, 2005 and 
2006 to specifically to accelerate the quality of teaching in preparation for the imple- 
mentation of the new academic standards, curriculum, and aligned assessments. 
This will serve as the basis for a carefully structured framework for accountability. 

It is important to point out that all the improvement programs must focus directly 
on teaching and learning. Research clearly shows that for reform efforts to have a 
measurable impact, they must dramatically change what occurs in the classroom. 
I believe by implementing new standards, developing curriculum and school- and 
system-level assessments, training administrators and teachers, securing high qual- 
ity curriculum materials, and providing the means to hold schools accountable for 
results — all are critical elements that must come together to achieve significant and 
sustainable improvements in teaching and learning. 

Through the plan, all of these elements will be optimized as part of a coherent 
and mutually reinforcing whole. We will be able to provide all District of Columbia 
Public Schools students with the kind of high-quality classrooms they deserve: 

— Classrooms where standards, curriculum, instruction, and assessments are care- 
fully aligned. 

— Classrooms where every teacher clearly understands what is to be taught and 
assessed. 

— Classrooms where all students learn. 



60 


Question. Dr. Janey, in your written testimony, you mention school improvement 
funds to be used to continue your investment in professional development. I am 
aware of the statistic that some 30 percent of the teachers in the D.C. Public School 
system are not certified. I believe that teachers are the most fundamental aspect 
of a child’s education and this fact concerns me greatly. What have you been doing, 
and what are you planning to do, specifically, to ensure that the teachers in your 
classrooms are qualified to provide a good education? 

Answer. To ensure our teachers are qualified to provide a good quality education, 
we’ve developed a Professional Development Master Plan that is intended to provide 
direction, guidance, and resources to educators as they develop their Individual Pro- 
fessional Development Plan (IPDP). We believe that effective professional develop- 
ment is on-going, school-based (job embedded) and organized around collaborative 
problem solving. The focus of our Professional Development Master Plan is as fol- 
lows: 

— Develop knowledge and skills in teachers in order to impact student achieve- 
ment. 

— Prioritization of goals based upon best practices with decisions based upon ob- 
jective evidence gathered over time. 

— Linkage to district goals to support the improvement of the whole system. 

— Focused on enhancing the individual’s knowledge of their field and knowledge 
of learners and learning. To this end, there must be an on-going assessment 
process, including self-evaluation and feedback from others, to guide further de- 
velopment. 


Questions Submitted by Senator Mary L. Landrieu 
school construction 

Question. Chairman Cropp and Dr. Janey, what mechanisms are you considering 
to manage the $150 million bond proposal for school construction? Would a venture 
capital entity work? 

Answer. Project and capital program management for the D.C. Public Schools is 
under the purview of the Board of Education and Superintendent. A third-party en- 
tity, such as a venture capital entity could work, and has been considered. The Su- 
perintendent has made clear that he intends to transform his Office of Facilities 
Management to better manage its projects and more efficiently use its capital re- 
sources. The Superintendent has also stated that he is creating an office of strategic 
partnerships that would leverage DCPS resources with public and private entities 
to create alternative financing mechanisms for the DCPS capital program. Addition- 
ally, the Office of the City Administrator, Council staff, and DCPS staff are working 
collaboratively to identify partnership opportunities and other means to share and 
maximize resources through joint capital planning and coordination. 

Question. Can we finance some of the debt service from rent paid by charter 
schools in co-location? 

Answer. No. District law mandates that rent paid by charter schools through co- 
location/lease arrangements must stay with the local school — D.C. Code, Section 38- 
1831.01(b)(2). 

Question. Dr. Janey, you have provided a list of 10 school properties, which will 
be offered for co-location. When will a request for proposals be issued to charter 
schools and what time frame will you be signing leases for the fall semester? 

Answer. Requests for Letters of Interest were posted on the DCPS website from 
mid-May to mid-June. They are being reviewed now by Co-location Review Commit- 
tees (one for each school that received a Letter of Interest). A public hearing is 
scheduled for June 29th, 2005 from 6-8 p.m. at 825 N. Capitol St. The Super- 
intendent will present his recommendation for specific co-locations in July. It is an- 
ticipated that the Board of Education will approve or disapprove any co-location rec- 
ommendations in July, and then for approved recommendations, direct the Super- 
intendent to execute leases on its behalf in July. 

Question. Dr. Janey, for the record, please provide the per pupil spending in 
DCPS and the components of that allotment (local, Federal, other)? Please provide 
a comparison with per pupil spending in other cities of similar size. 

Answer. The referenced chart reflects the updated report conducted by the NCES 
and the Census Bureau. Fiscal year 2003 is the most recent year for which expendi- 
ture data are available, and if it follows previous timing, the Census Bureau will 
put out fiscal year 2004 data next March. That’s as soon as an update could be pro- 
vided. The only national data for school districts that’s collected using comparable 
definitions are the NCES/Census data. 
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However, the following represents a regional comparison of Per Pupil Expendi- 
tures conducted by an independent watch organization in the D.C. area. We believe 
that regional comparisons are more useful tools as they provide insight to the com- 
petitive landscape in the Washington area and it accounts for regional cost dif- 
ferences that national comparisons fail to incorporate. 

Comparison with Suburban District Budgets 

The chart below depicts the fiscal year 2005 per pupil budgets of DCPS and its 
surrounding school districts. The Washington Area Boards of Education (WABE) 
calculates the suburban numbers by a standardized methodology that meets all the 
criteria above. We have applied the same methodology to the DCPS budget and en- 
rollment, but subtracted transportation for all districts, since the transportation sys- 
tems are not comparable. 

The WABE methodology as applied to DCPS includes most federal grant funds 
and teacher retirement, which we added from the city budget. In fiscal year 2005 
DCPS has about $3,800 less per pupil than Arlington County, about $2,100 less 
than Alexandria, and roughly the same as Montgomery and Fairfax Counties. 
Prince George’s County is far behind all the others. 


Per Pupil Operating Budget: Excluding Transportation 
DCPS and Surrounding Suburbs FY 2005 

State, Local and Federal Entitlement Revenues 



George's 

The WABE methodology includes all local and federal funding in the districts’ 
budgets except: Food service; Construction/capital; Debt service; Summer school; 
Adult education; Special ed tuition and transportation; Other state level costs 
(DCPS only): state agency functions, charter school oversight; Federal funding for 
state agency functions, private & charter schools, and short-term restricted pro- 
grams; and Private grants and intra-District transfers. 

WABE figures include: Teacher retirement; Federal 2005 funding for DCPS LEA: 
Titles I, II, IV, VI, VII, Vocational education, Special education, Impact Aid, Indirect 
Cost, Head Start, Reading First, Tech Literacy Challenge Fund, Comprehensive 
School Reform, State Assessments. 

What the chart above does not reflect is any factor for student needs. As the chart 
below illustrates, DCPS has by far the highest percentage of low-income students 
in the area, and a much higher percentage of special education students, who re- 
ceive higher cost services, than do Fairfax and Montgomery Counties. Based on stu- 
dent characteristics, DCPS should spend significantly more per pupil on average 
than any of its suburbs. 


Demographic Data: DCPS and Surrounding Suburbs 
SY :004-05 
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Because Fairfax County Public Schools use the WABE overall per pupil number 
and issue breakouts with per student budget allocation figures for general edu- 
cation, special education and ESL education, we have applied the WABE definitions 
and calculated DCPS budget allocations for fiscal year 2005 for these three cat- 
egories to compare with Fairfax County allocations. Although the chart and figures 
are in the same format as the chart above for Basis 2, the numbers are different: 
those below include federal funds as well as local funds, add Teacher Retirement, 
and eliminate a few local budget lines not included in the WABE methodology. 1 

CONCLUSION OF HEARINGS 

Senator Brownback. Thank you for being here. Thank you for 
your hearts and your commitments that are making lives better for 
all people here and the people that come here. 

With that, the hearing is recessed. 

[Whereupon, at 11:43 a.m., Wednesday, June 15, the hearings 
were concluded, and the subcommittee was recessed, to reconvene 
subject to the call of the Chair.] 


Food service $2.8 million, summer school $2.4 million, capital planning $0.3 million. 





